Running A Broker's Office 


By ALAN WATKIN 


(Mr. Watkin, a member of the committee of the Stock Exchange of Melbourne, 
here tells accountants the workings of a broker’s office and points out the part that 
must be played in catering for the investing public.) 


HIS article does not pretend to be a 

far reaching or complete study of 
the operations in a stockbroker’s office, 
but is intended to cover in very simple 
language, a few of the more element- 
ary, but nevertheless important oc- 
currences. 

To some, all the points to be outlined 
will probably -be well-known and fully 
appreciated, but to the many not 
familiar with the internal workings of 
& broker’s office, this short survey 
should prove of interest, and help those 
who frequently deal with a broker to 
appreciate some of his difficulties. 


The broker’s function is to provide 
two distinct types of services. On the 
oe hand he gives information of a 
financial nature such as advice on com- 
pany prospects and market trends, and 
om the other hand, he acts as an agent 
to buy or sell securities on behalf of 
his client, who is the principal. 

As the purpose of this article is to 
acquaint the reader with some opera- 
tions of a broker’s office and the ser- 
Vices available to the investing public, 
the aspect of investment advice, which 
always given gratis, will be ignored. 

The internal organisation and ad- 
Ministration of a broker’s office is very 
Much the same irrespective of the size 
@ the establishment. All recognised 

ers are members of one of the 
Australian Associated Stock Exchanges 
aid are consequently bound by the very 
Mingent rules and regulations of the 
— exchange to which they 


sTheir operations are continually ob- 
M@tved by the chairman of each Ex- 
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change and their accounts audited by 
law to ensure absolute public protec- 
tion. 

To understand the _ transactions 
which result from the time a client 
gives his broker an order to either buy 
or sell a security, let us consider the 
transaction from the broker’s angle. 
An order to buy “on account of” a 
client means that the broker actually 
must buy from another broker and sell 
to the client. Thus a routine of at 
least a dozen definite steps is set into 
motion. They are:— 

(1) Recording client’s 
operating book. 
Execution of order in the Stock 
Exchange call room. 
Issue of contract 
broker. 

Issue of contract notes to client. 


Recording in ledgers details of 
contract notes. 

Receipt of payment from buyer. 
Settlement with seller. 
Recording of scrip or transfers 
received from seller. 

(9) Delivery to buyer of these docu- 
ments and recording. 

(10) Return of documents from 
client for lodgment with com- 
pany. 

(11) Completing transfers and at- 
taching Stamp Duty. 

(12) Lodgment with company’s 
share dept. and recording. 

The books of account do not differ 
greatly from those generally in use in 
most business offices, except that the 
need to keep a detailed reeord of the 


order in 


(2) 
notes to 


(3) 


(4) 
(5) 


(6) 
(7) 
(8) 
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movement of securities is perhaps 
peculiar only to a broker. 

For this purpose records must be 
maintained in accurate detail to show 
a complete picture of all scrip trans- 
actions, thus enabling the share clerk 
to follow the movement of any share 
certificate, bond, or debenture which 
has been received from broker or client, 
retained or delivered for, or on behalf 
of a client or a company. 

As all these securities are the 
property of the investing public, being 
held or handled in trust by the broker, 
efficient handling and recording is of 
paramount importance. 

To maintain the efficient working of 
the office, the co-operation of the client 
to deliver securities promptly for 
transfer is most desirable, as he, 
naturally enough, is more than 
interested. 


Several situations could arise and 
cause delay in delivery and settlement 
with a client. Here is one of the most 
common :— 


(a) Broker sells 4,000 shares on ac- 
count of his client. 


Client delivers share certificate 
for 5,000 shares. 


Share Clerk arranges for client 
to sign off transfers for 4,000 
shares and submits certificate 
and transfers to company for 
marking the transfers “Scrip in 
Office”, and for the re-issue of 
the balance of 1,000 shares to 
the shareholder, or retention 
pending a further sale. 

On receipt of the marked trans- 
fer for the 4,000 shares from 
the company, the broker delivers 
to the buying brokers in ex- 
change for cheques in full 
settlement. 

The selling broker is then able 
to pay his client. The delay in 


(b) 


(c) 


this case could be two or three 
days or more depending op 
several factors. As the broker 
is paid on delivery of the trans- 
fer, he usually will defer pay. 
ment to his client until this 
stage, otherwise he would have 
to pay out of his own funds, In 
many such transactions, the 
sums concerned could be of con- 
siderable magnitude. When 
securities are handed over in 
“Deliverable Form”, naturally 
immediate settlement is made. 


Protecting the Client. 


A client is entitled to all dividends, 
rights to new issues, bonus issues, etc,, 
on shares purchased as from the date 
of purchase, and the broker should 
take steps to protect his client's 
rights. 


Should a share certificate purchased 
“cum dividend”, “cum _ rights” or 
“cum bonus” be delivered by the selling 
broker after the company’s books are 
closed, it is too late for the new owner 
to be registered at the company in time 
to receive his rights to dividends, ete. 


The original seller, still being on the 
register at the date of books closing, 
automatically is entitled to the benefits 
involved. In order that the next owner 
get the benefit of buying “cum divi- 
dend” for example, the selling broker 
as a matter of courtesy collects divi- 
dends for the buying broker, who 
passes them on to his client. 


The undesirable alternative would 
arise where the new owner of the 
shares is forced to collect the dividend 
due to him from the old owner. In 
practice the owner expects his broker 
to collect for him from the previous 
holder, who is often difficult to contact 
and claim on. 


An innovation 


which has proved 
highly satisfactory is for these adjust- 
ments to be made within two business 
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days prior to the books closing. This 
period assists brokers who find it im- 
possible to get documents “signed on” 
by their clients and lodged for transfer 
in time to protect their clients as well 
as themselves from unnecessary claims. 

If the broker has possession of the 
transfers prior to the books closing, 
but cannot obtain his client’s signature 
to the transaction, the broker should 
then nominee the shares to save the 
seller undue inconvenience. 

In the same way, should a selling 
broker not be able to deliver “Rights” 
to a new issue which were purchased 
on the market, he must protect those 
“rights” and deliver “new issue” shares 
in place of the “rights’’. 


Scrip Deliveries between Brokers. 


Delivery of transfers between 
brokers can be made daily before 12 
non. As all sharebrokers’ offices 
must be within a prescribed distance of 
the Stock Exchange, delivery clerks do 
not experience any difficulty in this 
regard. 


Cheque Collection. 


Cheques in favour of delivery 
brokers must be collected in the vesti- 
bule of the Stock Exchange at 2.15 
p.m. daily at official cheque collection. 

Brokers’ clerks exchange cheques at 
this time, which entails only a few 
minutes work. This method of settle- 
ment is most satisfactory and allows 
sufficient time for bank deposits to be 
made the same day. 


Notice for Delivery. 

A buying broker may “notice” the 
selling broker for delivery of transfers 
after three working days from date of 


sil. The selling broker is then 
allowed a further three working days 
from the notice date for delivery. 
Should the seller fail to deliver the 
‘rip prior to the prescribed time, the 
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buyer may notify the chairman of the 
Stock Exchange to that effect and re- 
quest him to “buy in” against the de- 
faulter at his risk. 


Any broker may be a “prompt sel- 
ler’ at his own price, but he must 
deliver the scrip immediately to the 
“buying in” broker. 


The defaulting broker must stand 
any difference between the original sale 
price and the prompt delivery price. 


A Few Common Causes of Delay in 
Settlement. 


(a) A client requests his broker to 
sell 100 A.B.C. Incorporated, forgetting 
to add that they are preference or new 
issue shares. The result is that the 
shares sold have to be re-purchased and 
the correct issue sold. Any loss is the 
client’s responsibility but the added 
commission charges may be waived if 
the case is favourably considered by 
the Stock Exchange Committee. 


(b) Mr. Jones sells 100 B.H.P.’s on 
the Melbourne Exchange but on de- 
livery of scrip he is informed that it is 
Sydney Register and will not be ac- 
cepted by the buyer in Melbourne. The 
shares have then to be removed to the 
Melbourne Register with consequent 
delay of probably weeks before settle- 
ment can be effected. 


(c) Mr. Brown sells 1,000 Golden 
Hill N.L. which he has held for years, 
but on delivery of the scrip discovers 
that the shares were forfeited for non- 
payment of the 100th call some months 
ago. Brown says that he was not 
aware of the 100th call but after in- 
vestigation it is discovered that he 
failed to inform the company of his 
change of address. 


From the foregoing the reader has 
had a glimpse of the procedure and 
safeguards necessary for a broker to 
ensure careful and efficient handling of 
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Private Balance Sheets 


By E. T. SPACKMAN 


ERHAPS an auditor may be for- 

given for feeling that he is a little 
mysterious when he lodges the private 
balance sheet of a Victorian public 
company in a sealed envelope in the 
Registrar-General’s office. 


Presumably the envelopes and their 
contents are to be retained by the 
Registrar-General for ever. No such 
sealed envelope can be opened without 
an order of the Court, probably only 
in the case of suspected fraud, on the 
application of the Attorney-General or 
a liquidator of the company, and then 
only under such conditions as are 
ordered by the Court. 


The Act provides that the directors 
and manager of every public company 
shall supply to the auditors a private 
balance sheet giving the details on 
which the shareholder’s balance sheet 
is founded and showing, amongst other 
things, the amount of deduction (if 
any) for debts considered to be bad 
or doubtful. The private balance sheet 
must be signed by the manager and two 
directors. 


No private profit and loss accounts, 
schedules of debtors and creditors, in- 


ventories of plant and machinery, 
stock sheets, etc., are required to be 
included with the private balance sheet 
in the sealed envelope. 

There seems to be an impression that 
having a private balance sheet lodged 
in the office of the Registrar-General 
is a sort of insurance against fire. If 
the books of the company were des- 
troyed it is thought that the company 
could obtain an order from the Court 
to open its private-balance-sheet en- 
velope and, from the information con- 
tained therein, open a new set of books 
to replace those which had been des- 
troyed. 

As the Act does not indicate any such 
intention it appears unlikely that the 
court would give an order in the circum- 
stances. In the event of the books being 
destroyed, the information necessary to 
compile a private balance sheet would 
probably be obtained from the working 
papers of the auditor. 

The lodging of the private balance 
sheet in the Registrar-General’s office 
was first required by the Victorian Com- 
panies Act of 1896. When the bill was 
being debated in the Legislative Assem- 
bly, Mr. I. A. Isaacs stated :— 
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the valuable securities entrusted to him 
by clients. Not only must the broker 
be able to advise the client on delicate 
investment matters but he must also 
facilitate a rapid transfer of docu- 
ments. 

If some appreciation has been 
gained by the reader of the close co- 
operation needed between all parties to 
a transaction — sellers, buyers, their 
brokers and the company’s share de- 
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partment concerned — and the com- 
plexities that can arise where a trals- 
action is not complete before books 
close, then a more charitable attitude 
towards brokers must surely result. 


They are not the affluent cigar- 
puffing “smoothies” a cartoonist would 
sketch, but plain ordinary businessmen 
who have a specialized training which 
enables them to handle the ever- 
growing number of transactions Tt 
quired by a free market. 
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“There were several uses for which 
the private balance sheet recom- 
mended itself. The first object was 
to give the auditors information. 
Another very important object was 
to ensure that the directors should 
be bound by their own representa- 
tions, so that they might not at some 
future time say: ‘Well, we did not 
make these representations to the 
auditors.’ If the utility of the clause 
was to be preserved, it would be 
farcical to say to the directors that 
they could keep the private balance 
sheet where they liked.” 

The remarks of Mr. Isaacs do not 
appear in these days to have much 
point. The Act states that every 
balance sheet and profit and loss account 
issued by a public company shall be 
accompanied by a certificate signed on 
behalf of the board by two of the direc- 
tors, stating that in their opinion the 
balance sheet is drawn up so as to exhi- 
bit a true and correct view of the state 
of the company’s affairs, and that in 
their opinion, the profit and loss account 
is drawn up so as to exhibit a true and 
correct view of the results of the 
business for that year. 

The manager of the company is 
required by a statutory declaration to 
verify to the best of his knowledge and 
belief, the correctness of every balance 
sheet and of every profit and loss 
account. 

The auditor has to report to the 
members inter alia, that the balance 
sheet, in his opinion, exhibits a true 


and correct view of the state of the 
company’s affairs as shown by the 
books of the company. 


A balance sheet can only be made out 
from books kept by double entry. A 
private balance sheet is compiled from 
the accounts and the information in a 
condensed form is then included in the 
shareholder’s balance sheet. 


The directors and manager could not 
say after signing the required certifi- 
cates that a balance sheet or a profit 
and loss account was not in accordance 
with the accounts of the company. It 
is, of course, the duty of the directors 
to cause proper books of account to be 
kept. 

Where accountancy work such as 
compiling the private balance sheet is 
done by the auditor for an additional 
fee, the directors and manager have 
still to sign the private balance sheet 
and the certificates accompanying the 
shareholders’ balance sheet. 


The lodgment or otherwise of the 
private balance sheet at the office of 
the Registrar-General could not possibly 
alter the position. 


If the court did give an order to open 
the sealed envelope, the private balance 
sheet that had been enclosed would, of 
course, contain the same information as 
that already recorded in the books of 
the company. It could not be other- 
wise. 

This raises the question of what use 
is the lodgment of the private balance 
sheet in a _ sealed envelope in the 
Registrar-General’s office. 





UNITED NATIONS INFORMATION CENTRE. 


We have received from the United Nations Information Centre for Australia, 
133 Pitt Street, Sydney, a copy of a folder describing the activities of United 


Nations in various fields. 
Declaration of Human Rights. 


The folder also contains a reproduction of the Universal 


Copies of the folder, which succinctly describes the achievements of the 
organisation, may be obtained on application to the United Nations Information 


Centre, G.P.O. Box 4030, Sydney, N.S.W. 
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Relationship Between External Audit, 
Internal Audit and Internal Check 
| By H. W. HARRIS and V. L. GOLE 


(Concluding an Article, of which Part 1 Appeared in the October Issue.) 


~~" auditor rarely certifies anything; 
usually he makes the report. If he 
is a professional (external) auditor he 
makes his report concerning the ac- 
counts to the shareholders of the com- 
pany. He may also from time to time 
make reports to the Directors on 
various aspects coming within the scope 
of his work. If he is an internal audi- 
tor he reports to management. 

It is characteristic of the report re- 
quired by Sect. 133 of the Victorian 
Companies Act 1938 and its predecessor 
acts that the words “true and correct” 
have been retained in respect of the ac- 
counts laid before the company in Gen- 
eral Meeting. The words “true and 
correct” are also specified in the certi- 
ficate which must be signed by the 
Directors under Sect. 128 of the Vic- 
torian Act on accounts laid before the 
company or in any way issued, circu- 
lated or published. 

It is well recognised that the “going 
concern” and “accounting period” con- 
ventions coupled with the doctrine of 
conservatism in possible conflict with 
the doctrine of consistency, preclude the 
profit and loss account and balance 
sheet from assuming the cloak of abso- 
lute proof and indisputable correctness. 
For this reason, it is surprising to find 
that the words “true and correct” have 
managed to survive each successive re- 
vision of the Act. 

It is also significant that the wording 
of the English Companies Act 1948 in 
the relevant section has adopted the 
words “true and fair”—an improvement 
perhaps, but leaving the use of the word 
“true” still open to criticism. 

The Companies Advisory Panel of the 
Federal Institute of Accountants recom- 
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mended in a release published in “The 
Federal Accountant” in December, 1948, 
the use of the words “full and fair” ip 
the place of “true and correct,” and a 
number of convincing reasons were ai- 
vanced for the suggested change. 
The conventional form of auditor's 
report in Australian practice is almost 
meaningless, and couched in terms of 
cautious but understandable qualifica- 
tions. Considerably greater attention 
has been devoted to improving the form 
of auditor’s report in American prac- 
tice. As long ago as 1933 the American 
Institute of Accountants, through one 
of its research committees, introduced 
a new form of auditor’s report, in which 
the auditor reports— 
“that the balance sheet and relative 
statement of income and surplus fair- 
ly present in accordance with ac- 
cepted principles of accounting, con- 
sistently maintained by the company 
during the year under review, its 
position and the results of its opera 
tions for the year.” ; 
In this context, some emphasis is 
placed on “fairly present” and “con- 
sistently maintained,” but the mention 
of “accepted principles of accounting” 
gave rise to a long drawn out contro- 
versy to which more than a score of 
authoritative writers contributed. Even 
now, there does not appear to be aly 
well settled opinion as to whether o 
not there are any “accepted principles 
of accounting.” The range of opinion 
ran all the way from zero to 25 stated 
principles. The introduction of some 
reference to consistency is desirable, but 
this is by no means easily achieved. 
“Accepted principles of accounting 
consistently maintained” or “accepted 
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standards of accounting” immediately 
raises the question — what principles, 
what standards, and accepted by 
whom? None have been clearly defined, 
and universally accepted. 

But the matter was not allowed to 
rest there. The Research Committee 
on Auditing Procedures continued to 
function and other tentative statements 
were made. The emphasis shifted from 
“accepted principles of accounting” to 
“accepted auditing standards.” 

Apparently the form of auditor’s re- 
port is not designed on rigid legal lines 
as in English and Australian practice. 
There appears to be a good deal of flex- 
ibility, although successive statements 
on procedure have narrowed the area 
of flexibility and established certain 
rules of conduct. But these are 
rules established by the Accountancy 
Institutes and not by the Law. In fact, 
the general tenor of audit reports has 
been along individualistic lines, rather 
than stereotyped presentation. 

One objective was to eliminate the 
sketchy examination followed by a 
widely qualified report which was use- 
less to the interested parties. The 
trend is toward a “scope and opinion” 
report, in which a definite opinion con- 
cerning the accounts is stated, and the 
scope of the work covered is indicated. 
This is particularly appropriate to the 
long form of report made to the Direc- 
tors and sometimes used for third 
parties, such as Bankers. At the same 
time, if the scope of the work did not 
provide justification for a clear expres- 
sion of opinion, then the report should 
indicate this fact. 

Statement on Auditing Procedure 
Number 23 from the American Institute 
of Accountants is worded— 

“Our examination was made in ac- 
cordance with generally accepted 

‘auditing standards, and accordingly 

included such tests of the accounting 

records and such other auditing pro- 
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cedures as we considered necessary in 
the circumstances.” 


The suggestion was made later that 
this brief summary should be amplified 
with a full but concise description of the 
auditing procedures employed in the ex- 
amination. 

The report of the internal auditor is 
not governed by Law or by any estab- 
lished rules of procedure. It will be 
adapted to the particular purpose for 
which it is designed. It should be noted 
that the report of the internal auditor 
is of a very confidential nature, being 
rarely seen by any but top management, 
and can, therefore, be couched in terms 
that would be considered unwise if used 
by the external auditor. It may arise 
purely as a matter of routine reporting 
to management on the general detailed 
work, or it may arise out of a specific 
assignment and conclude with a series 
of recommendations. The length of the 
report will be entirely dependent on the 
circumstances of the particular case. 


In concluding this section on “Audit 
Reports,” the point to make is that the 
rigid form of reporting as prescribed by 
the Companies Acts of the various Aus- 
tralian States, and only to a slightly 
lesser extent by the English Act, is 
practically useless to directors and 
shareholders alike. The unfortunate 
part is that although the Law pre- 
scribes a certain minimum standard, 
this all too frequently becomes the 
maximum standard. 


More informative and useful reports 
may develop from an absence of 
prescribed terminology allowing the 
accounting profession to determine 
acceptable standards of auditing proce- 
dure and reporting. 


However, caution should be shown in 
accepting such terms as “accepted 
principles” and “accepted standards” 
which, unless properly defined and un- 
derstood, can deceive the uninitiated 
and open the door to abuses of confi- 
dence by the unscrupulous. The precise 
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terminology used by the Australian and 
English Companies Acts is designed to 
prevent evasion of responsibility by the 
auditor, and the introduction of greater 
flexibility in this matter must not be at 
the expense of this safeguard. When 
a minimum standard laid down by 
statute becomes a maximum standard 
in practice, that does not always mean 
that the statute is inadequate or badly 
stated. 

The internal auditor, as already men- 
tioned, is not bound by legal enactment. 
He has plenty of flexibility and wide 
scope, but the technique of reporting 
cannot be neglected. He must develop 
a good style of presentation, otherwise 
his work will not have the prestige and 
status which may be appropriate to it 
in the affairs of the enterprise which he 
is serving. Report writing is not an 
easily developed technique, but it is a 
very important one. 


The Sampling Technique 

The use of sampling to arrive at an 
overall conclusion is by no means new. 
It has been applied for a variety of pur- 
poses. Economists seeking to measure 
certain significant factors in the 
National economy are obliged to use the 
technique of sampling. Gallup Polls to 
test public opinion on a wide range of 
subjects rely upon the sampling tech- 
nique. Social scientists use it also to 
reach certain basic conclusions, from 
which to develop further aspects of 
their studies. 

The underlying principle in the use 
of sampling is to be reasonably sure 
that the sample is fully representative 
of the subject being studied. This in- 
volves a careful consideration of— 

i How large the sample should be. 

ii Over what area it should be ex- 

tended. 

iii How many people or units should 

be included. 
How the selection is made — 
random or otherwise. 


There is, of course, the need for ex. 
treme care in measuring the results so 
that the influence of any extraordinary 
features which may be manifested in 
the process will not distort the whole re. 
sult. 


The technique of sampling can be ap- 
plied usefully to auditing. Reference 
has already been made to the impractic- 
ability of checking everything in detail, 
so it becomes a matter of prudent selec- 
tion of the ground to be covered in de- 
tail. This cannot be decided satisfac- 
torily by hunch judgment, although 
familiarity with the work involved in 
any particular job will often provide the 
auditor with a basis of judgment which 
may appear on the surface to be quite 
sound. But this is a rather subjective 


judgment. A _ scientific approach to. 


sampling may, and probably will, pro- 
vide a more objective one. 


The basic process in statistical samp- 
ling theory is the calculation of prob- 
abilities and this is closely linked with 
the query of how much test checking is 
enough to cover the responsibility in 
respect of any particular audit. The 
question implies its own answer — the 
auditor must be satisfied in his own 
mind that the amount and nature of the 
test checking are enough, all things 
considered. Lawrence Vance, writing 
in the Accounting Review, January, 
1951, sets out the basic contents of 4 
statistical sampling method usable by 
auditors in these words: 


i A measure of accounting quality 
which is amenable to mathemati- 
cal treatment. 


ii The selection of a particular value 
for this measure to apply in any 
specific case. 

iii The probability levels to be used 
in making decisions. 

The measure of accounting quality 
appropriate for mathematical calcula- 
tion is the number of errors in the 
work, although this test has an unavoid- 
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able weakness; it does not indicate the 
relative seriousness of the errors. In 
setting a standard of errors which may 
be acceptable as a limit, the percentage 
should be as high as possible without 
resulting in significant mis-statements 
in the accounts. 

Vance points out that in using the 
technique of “simple probability,” the 
range of error between the minimum 
and maximum may be too wide to be 
acceptable. He quotes the example of 
al per cent. standard on a basis of 8,000 
entries. This would mean that the 
range of errors could vary between 1 
and 80 in a series of samples of 80 
drawn off from the full range of entries. 
The implications are very evident. 

More appropriate but by no means so 
simply handled is the technique of 
sequential sampling. This involves 
setting a standard of both poor quality 
and desirable quality, and the example 
given by Vance is 3 per cent. for the 
por quality and 0.1 per cent. for the 
desirable quality. He suggests that 
these are practical limits judged on his 
own experience. There is another im- 
portant factor and that is the selection 
of a probability level or likelihood ratio. 
This is a comparison of two probabili- 
ties, 

i The probability that a sample 
would have in coming from an ac- 
ceptable population. 

i The probability that a sample 
would have in coming from an 
unacceptable population. 

; In this sense, population is used to 
indicate the range or area of the total 
work in the specific section under re- 
view, 

The concept of the probability level is 
not easily grasped, but is expressed by 
Vance in both the Accounting Review 
article and in a similar one in Account- 
ing Research, January, 1950, in these 
words— 

“If we designate the probability of 
getting a sample from the acceptable 
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population as Pl and the probability 
of getting it from an unacceptable 
population as P2, the likelihood ratio 

P2 
is —. 

Pl 
the probabilities.is as compared with 
the other. If the ratio is, say, 9, which 
means that the probability of getting 
such a sample as the one in hand is 
nine times as great in the case of the 
unacceptable population as for the ac- 
ceptable one, we reject the population 
from which the sample actually came 
as more likely of the undesirable 
character. If, however, the ratio is 
1 : 9, we accept the actual population 
as more likely of the character of the 
desirable alternative.” 


It will be apparent that the prob- 
ability level may vary between different 
classes of work depending upon the re- 
lative importance of its class. 


Suppose the probability levels selec- 
ted are 5 per cent. risk of rejecting a 
satisfactory population and 10 per cent. 
risk of accepting an unsatisfactory one, 
the minimum sample required for ac- 
ceptance will be 77 items. This is 
taken from tables compiled as a project 
of the Statistical Research Group at 


This tells us how great one of 


‘Columbia University during World War 


9 


—e 


Another point of significance is that 
in deciding the limit for the poor 
quality, both substantive errors (those 
which affect the values in the accounts) 
and procedural errors (violations of 
rules of internal check) are included. 


The likelihood ratio or probability 
level after being decided upon may be 
disturbed in the performance of the 
actual work of dealing with the mini- 
mum sample. If errors are noticed 
within the sample, the auditor must de- 
cide whether or not they are sufficient 
to upset the previous determination. If 
the minimum number of entries to be 
checked in the section of work is 77, 
and some errors appear in the sample 
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selected, it is practically certain that 
the sample must be enlarged. 

The selection of the sample is an im- 
portant feature and random selection— 
drawn without any bias—is usually re- 
garded as the most desirable method. 
Vance concludes his article with these 
claims for the sequential sampling tech- 
nique— 

i It would permit greater confidence 
in and understanding of his work 
by the auditor. 

ii It would make possible better ad- 
vanced planning of the work. 

iii It would contribute to the effec- 

tiveness of auditing standards. 

iv It would make possible some re- 

ductions in cost. 

v It would improve the relations be- 
tween auditor and client. 

No doubt the technique of sampling 
could be indulged in by an auditor in re- 
spect of the job in which he had con- 
siderable experience of detailed check- 
ing over a period of time, possibly with- 
out using the statistical approach. The 
very experience of the different sections 
of work would serve to reveal an indica- 
tion of just where the weaknesses were 
most likely to be, and lead to some dis- 


cernment as to where the detailed check ° 


needed to be extended over a relatively 
wider range of items. But, in a new 
work, if sampling is to be used, a more 
scientific approach to the sampling 
technique will be necessary. 

In any case, some statistical check ap- 
pears to be desirable from time to time 
to test the sufficiency of the sample be- 
ing used from experience. 

A good deal of sampling is indulged 
in by the auditor in practice by virtue 
of the need to cut down the total range 
of detailed checking. Test checking is 
a well-known procedure and may take 
either of these forms— 

i Certain months of the year may 
be selected by the auditor for a 
complete check of entries. 


ii A sample of entries may be 
checked in each month of the 
year. 


The advantage claimed for the first 
method is that there is completeness 
and sequence in the work carried out in 
that range. There is the facility of 
checking the full flow of detail and ob- 
taining a completeness in the view of 
the total range for the test month. The 
disadvantage is that whole months of 
detail are left completely unchecked. 
This is undesirable, because of the pos- 
sibility of breakdown in efficiency in 
those months and the possibility of dis- 
honest practice being indulged in. This 
latter point would, of course, fade con- 
siderably where a good internal check 
system is operating. 


The advantage of the second method 
is that there is at least some coverage 
in each month of the year, and the 
nature of the coverage may be varied 
from month to month, the emphasis be- 
ing first on one section of the work and 
then on another. 


In any case, certain procedures are 
from time to time tested in full sequence 
of events. For example, the full range 
of ordering goods, receiving them into 
store, checking and certifying the docu- 
ments, accounting for the goods and 
paying for them. Another example 
would be the full procedure of dealing 
from store on customer’s order, invoic- 
ing the goods, accounting for the it- 
voices, keeping the customers’ accounts, 
sending out statements, and watching 
the collection process. The wages func- 
tions, involving time cards, wages re 
cords, pay procedure, earnings records, 
and payroll tax returns, are under scru- 
tiny from time to time. 

It is fair comment to say that rarely 
in Australia is the scientific sampling 
method as outlined by Vance practised 
by auditors, even though a more subjet- 
tive approach to sampling is very com- 
mon. The sampling technique may also 
be used by internal auditors, although 
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probably not to anywhere near the same 
extent as with external audit. 


The Paradox of Law 

It is a characteristic provision of the 
various Companies Acts that the ap- 
pointment of an auditor or auditors, 
and the fixing of the remuneration, shall 
be the responsibility of the sharehold- 
ers of the company in General Meeting. 
The exceptions are:— 

i When the auditor is appointed to 
fill a casual vacancy his remunera- 
tion may be fixed by the Directors, 
who are, of course, usually em- 
powered to fill casual vacancies. 

i When the auditor is appointed by 
the Governor-in-Council, his re- 
muneration may be fixed by the 
Governor-in-Council. 

These provisions immediately raise 
the question of whether the share- 
holders are really competent to appoint 
auditors and to fix their remuneration. 
In the first place, very few sharehold- 
ers actually assemble at General Meet- 
ings. Therefore, the responsibility im- 
posed in the appointment of auditors 
and fixing of remuneration, usually 
rests upon a very small portion of the 
total shareholder body. It is hardly an 
exaggeration to say that in any case, 
the general body of shareholders is not 
conversant with the scope or standard 
of audit appropriate to the activities of 
the enterprise. Without knowing the 
scope of the work, and just what is in- 
volved by way of reasonable time for 
the performance of the work, there is 
considerable doubt whether the share- 
holders are competent to say how much 
should be paid for the work. 

Nor is it altogether satisfactory that 
the Directors should give a lead to the 
shareholders in these matters, so that 
they in turn may make their decisions 
more objectively. 

Looking from the other direction, it 
is readily appreciated that the auditor 
may be appointed and his remuneration 
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fixed before he even knows the scope 
of the work and the amount of time he 
will be required to devote to it in order 
that the ultimate result will reflect 
“that skill, care and caution which a 
reasonable, competent, careful and cau- 
tious auditor would use” — to put the 
observation in the words of Lopes, L.J., 
in re Kingston Cotton Mills Case, 1896. 


The Law as expressed in the Com- 
panies Acts places the auditor in a very 
unenviable position. If he accepts ap- 
pointment without having had an oppor- 
tunity to make a comprehensive study 
of the work and plan the scope of the 
audit, he may find that the remunera- 
tion is nowhere near sufficient to cover 
the cost and provide a reasonable mar- 
gin. If he cuts down the volume of work 
accordingly, he may not be able to give 
a thoroughly conscientious report or al- 
ternatively may resort to such qualifica- 
tions as to make the report compara- 
tively useless. 


Still another alternative is to do the 
work in a fully competent manner and 
in such detail as to allow him to give a 
report conscientiously, and then to ap- 
proach the Directors for the additional 
amount which will be sufficient to re- 
munerate him satisfactorily. In this 
case, there can be no certainty that the 
additional amount would be granted, 
and the position of the auditor is a 
rather delicate one. 


There appear to be some grounds for 
considerable amendment to such pro- 
visions as Sect. 132 (6) of the Vic- 
torian Companies Act 1938, so that the 
appointment of auditors and the basis 
of their remuneration may be placed on 
a more objective basis. It is by no 
means easy to provide the ideal set-up. 
After all, the auditor is the one charged 
to look after the interests of the share- 
holders and therefore they should have 
full voice in his appointment. But there 
are at least two modifications which 
should be made to the rather dogmatic 
provisions already referred to. 
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The first is that the auditor should al- 
ways have the opportunity to make a 
comprehensive survey of the work and 
thus define the necessary scope of the 
audit. He should then be able to give 
to the Directors a fair and reasonable 
estimate of the cost. The remuneration 
should not be fixed by the shareholders 
in General Meeting, but by arrange- 
ment between the auditor and the Direc- 
tors. The shareholders always have 
the protection of being able to enquire 
how much the remuneration is and to 
raise sufficient protest if they consider 
the amount too high. They also have 
the remedy of making a new appoint- 
ment. 

In practice, if additional work must 
be undertaken by the auditor over and 
above that which was contemplated 
when the fee was fixed, it is usual for 
the auditor and the Directors to come 
to a mutually satisfactory arrangement 
concerning the additional amount of re- 
muneration. 


All these aspects of the matter were 
considered at length and reported upon 
by the Companies Advisory Panel of 
The Federal Institute of Accountants 
and released in the August, 1950, issue 
of The Federal Accountant. A sug- 
gested form of audit report tobe ap- 
pended to the balance sheet was set out 
in these terms— 

“We report to the shareholders of 
A.B. Company Ltd. that we have ex- 
amined the above balance sheet and 
profit and loss account, and are of the 
opinion that the balance sheet pro- 
vides a full and fair view of the 
financial position of the company as 
at 30th June. . . and that the profit 
and loss account provides a full and 
fair view of the results of the com- 
pany for the year ended 30th June... 
as disclosed by the books and records 
of the company, and the explanation 
given to us and that methods of ac- 
counting consistent with previous 
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periods have been applied in arriving 

at all relevant figures in these state. 

ments.” 

The Panel was conscious of the lim- 
itations of the formal design of report 
and was of the opinion that auditors 
should not be obliged to use the statu- 
tory report in its present form. It may 
even be more realistic where the in- 
ternal audit is relied upon by the ex- 
ternal auditor for a considerable amount 
of the detailed coverage to make men- 
tion of this in the report on the ac- 
counts. 


Other Areas of Co-operation 

Quite apart from the audit of ac- 
counts to prevent or disclose fraud and 
inefficiency, to ensure that routine sys- 
tems are running along the straight and 
narrow path, and that opportunities are 
not overlooked for instituting improved 
methods and cutting cost, there are 
other areas of service in which the ex- 
ternal and internal audit may co-operate 
for the good of the business being 
served. 

The first of these is taxation. It is 
not unusual to find that the external 
auditor also has the responsibility for 
preparing and lodging the taxation re- 
turns. In many cases this is quite a 
good arrangement. Reasonably close 
contact with the classification of en- 
tries will probably ensure that the ac- 
counts are so designed and the entries 
so treated as to afford the best possible 
legitimate result in arriving at the tax- 
able quantum of income. 

In this matter, the internal audit can 
play an important part by being alert 
to the need to watch expenditure clas- 
sifications and also any unusual items of 
income. Also in keeping up to date in 
respect of any taxation amendments 
which have a bearing on the affairs of 
the company. Very often the intimate 
knowledge of the internal auditor can 
be applied to effect substantial tax sav- 
ings, particularly if action is prompt. 
Div. 7 tax applied to a private company 
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provides a fertile field of study. This 
is not to suggest that the accountant, 
secretary and management are excluded 
from responsibility in these matters. 
They must be alert to all implications, 
but this does not excuse the internal 
auditor from a constructive approach to 
such problems. A good deal of informa- 
tion can often be collated to enable the 
external auditor as taxation officer to 
give his counsel. 


Another matter is in connection with 
price control and the information which 
must be submitted from time to time to 
the Prices Commissioner. Accounts 
must be certified by the recognised audi- 
tor of the business, but the internal 
auditor can often render a valuable ser- 
vice by preparing the accounts in the 
required or most desirable form. It 
may be that a somewhat different pre- 
sentation of the accounts will be made 
for this purpose than for others. The 
Prices Branch requires the full accounts 
not the condensed version as _ usually 
published. Once again the intimate 
knowledge and close contact of the in- 
ternal auditor within the business will 
be very useful. 


Consider also the responsibility of the 
auditor for the preparation of consoli- 
dated accounts where there is a holding 
company and subsidiaries. This is a 
technical exercise, and needs great care 
in drafting the accounts, especially if 
there are minority interests involved. 
The number of companies which be- 
cause of their structure are required to 
present consolidated accounts is increas- 
Ing each year, and most of these are 
Public companies. They are, therefore, 
obliged to publish their accounts. The 
fact that these accounts will be seen 
and perhaps studied by many different 
interested parties imposes an obligation 
for good account draftsmanship. 


The internal auditor once again 
through his close contact with the 
affairs of the company concerned, and 
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his understanding of inter-company re- 
lationships, is in a unique position to 
contribute substantially to the prepara- 
tion of the accounts and supporting 
data. 


The Future 


Looking to the future, it is a safe as- 
sumption that the trend will be towards 
increasing size and complexity in the 
business unit. This emphasises, if in- 
deed, any emphasis is needed, the in- 
creasing importance of the functions of 
auditing. But it also emphasises the 
increasing difficulty of satisfactory and 
adequate coverage by the external audi- 
tor. It emphasises the techniques of 
testing and sampling, and the need to 
develop an efficient internal audit and 
internal check. 


Maurice Peloubet is quoted as saying: 
“If the internal audit had not emerged, 
the professional audit of large-scale en- 
terprises would not have been practic- 
able.” 


The changing emphasis from the Doc- 
trine of Conservatism to the Doctrine 
of Disclosure is an immediate challenge 
to auditing both internal and external. 
The increasing pressure by legislation 
on the form and contents of published 
accounts also provides a challenge. But 
beyond all these things the needs of 
the business world in conditions of rapid 
change will provide both the responsi- 
bility and the opportunity for widening 
areas of effective service to those who 
engage in public practice and those who 
are immersed in the everyday activities 
of industry and commerce. 


This responsibility will not be met 
nor will the opportunity be realised by 
multiplying indefinitely the number of 
green ticks on the records of the busi- 
ness, but only by an intelligent and con- 
structive approach to the problem of the 
business and the development of higher 
standards in, and a greater degree of co- 
operation between, external and inter- 
nal audit. 
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Liability of a Husband for his Wife's Debts 


By VERNON CORR, LLM. 


(Precis of a talk given by a practising solicitor to the Secretarial Research Group 


of the Victorian 


HE solution to this problem is 
unfortunately a_ difficult one, 
depending on a variety of factors, many 
of which in ordinary circumstances 
would be beyond the knowledge of the 
supplier of goods. 


It should be emphasised at the outset 
that a tendency has been observed to 
over-simplify the issue and to believe 
that the problem is solved by the answer 
to the question “Can the goods supplied 
be regarded as necessary?” It will be 
seen, however, that this is only one 
facet of the problem. 


To appreciate the legal situation it 
is necessary to some extent to advert 
to the historical position of married 
women at law. At one time, the Com- 
mon Law regarded husband and wife 
as one person, the wife’s legal “per- 
sonality” being incorporated in that of 
the husband. Broadly speaking, all the 
property of a wife, whether acquired 
before or after marriage, passed abso- 
lutely to the husband. 


This situation was mitigated to some 
extent by the doctrine of married 
women’s “separate property” developed 
by Courts of Equity, but the general 
principle still remained. 


Leaving aside the limited application 
of the equitable doctrines relating to 
separate property, the general effect of 
the legal position of a married woman 
in relation to the ownership of property 
was that she could not enter into a 
contract because a contract by her 
would be meaningless, as she would 
have no property out of which she 
could satisfy obligations under the 
contract. 
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Therefore when a married woman 
contracted for the supply of goods, she 
was necessarily assumed to be acting 
merely as agent for her husband. 


The situation described above was 
radically altered by the Married 
Women’s Property Act 1893 in Eng- 
land, which was substantially copied by 
the Married Women’s Property Act 
1896 in Victoria. In substance, these 
Acts provided that a married woman 
would be liable on a contract entered 
into by her “otherwise than as agent.” 


Although this legislation made a vital 
alteration in the previous situation, the 
historical background and the wording 
of the legislation was such that even 
now the contractual position of a mar- 
ried woman is not fully assimilated to 
that of a man or of a single woman. 


The question of the personal liability 
of a married woman on a contract, and 
hence to the question of the liability 
of her husband for her debts, still 
therefore requires a rather special 
approach, the primary question being 
whether the wife has or has not con- 
tracted “otherwise than as agent.” 


It will be noted that although the 
subject under discussion is that of the 
liability of a husband for debts con- 
tracted by his wife, the matter has been 
approached rather from the aspect of 
the contractual capacity and liability 
of the wife. These aspects merely 
represent two sides of the same prob 
lem because in general it can be said 
that the husband is liable where the 
wife contracts or is deemed to contract 
as his agent, but not where she col 
tracts on her own account. 
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Dealing with the position as it stands 
today, it is most important to realise 
that there are really two separate ques- 
tions which have to be answered in any 
given case to determine the issue of 
whether the husband or the wife is 
liable. These are as follows: 

(1) Do the wife and the other con- 
tracting party intend that the wife 
should contract on her own account 
or merely as agent for her hus- 
band? 

(2) If the intention is that she should 
contract as agent for her husband, 
has she in the particular case in 
fact got authority to act on behalf 
of her husband? 

It is most important that it should 
be realised that these are two separate 
questions and that they should not be 
confused, though it is true that they 
are sometimes interwoven. We shall 
deal with them in sequence. 


DEBTS — Continued 


1. Intention of the Parties to the 
Contract. 

(a) Written Contracts.—In this case 
the intention of the parties is to be 
ascertained from the terms of the writ- 
ten document construed as a whole, 
with reference where necessary to the 
surrounding circumstances. However, in 
certain cases, the married woman will 
be presumed to have contracted as prin- 
cipal, and hence her husband will not 
be liable. Examples of this are Deeds, 
Bills of Exchange, Promissory Notes 
and cheques. In the case of most other 
Written contracts the language of the 
particular document and the surround- 
Ing circumstances must be looked at. 


(b) Verbal Contracts: 


(i) If the contract is made in connec- 
tion with a trade or business car- 
ried on by the wife, it is clear that 
the wife intends to contract on her 
own account and accordingly she 
will be liable and not her husband. 


The Australian Accountant, November, 1953 


to some extent interwoven. 


(ii) In other cases the intention is to 
be gathered from all the circum- 
stances of the transactions. Per- 
haps, however, the case most 
frequently met with is that of the 
supply of household necessities to 
the order of a wife living with her 
husband. 


In that case there is a presump- 
tion that the wife is contracting as 
agent for the husband and accord- 
ingly he will be liable, unless the 
course of dealing between the sup- 
plier and the wife is such as to 
show that there is an intention to 
treat the wife as personally liable. 
The mere fact, however, that 
goods are booked and accounts are 
sent in in the name of the wife 
is only a very slight indication that 
it is intended to treat her as 
principal. 

If, however, this is coupled with 
her paying portion of the account, 
or having previously paid similar 
accounts out of her own money, it 
will be clear that she is contract- 
ing as principal, and the husband 
will not be liable. When the goods 
are not necessaries, the wife will 
normally be presumed to be pledg- 
ing her own credit, unless she 
clearly purports to pledge her hus- 
band’s credit. 


(iii) Where a married woman is living 
apart from her husband she may 
in certain circumstances order 
goods to be charged to her hus- 
band’s account, on the basis of 
“agency of necessity”. This is dis- 
cussed further below. 


2. Authority of the Wife to Contract 
as Agent for Her Husband. 

As has been stated, this is a different 
question from the question of her 
intention to contract as agent for her 
husband, although the two matters are 
The hus- 
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band will not be liable unless both 
conditions are fulfilled, namely, that 


(a) the wife intends to contract as 
agent, and 

(b) she actually has authority to do so. 

The authority of the wife to contract 
as agent for her husband may arise in 
several ways :— 

(a) The husband may expressly autho- 
rise her to enter into a contract on 
his behalf, just as he may autho- 
rise any other agent to act for him. 
Dealing with the common type of 
case of supply of household goods, 
clothing, etc., it may be that the 
husband may specifically authorise 
the wife to open an account at a 
particular store without imposing 
any limit on what she may procure 
there. In this case so long as the 
authority remains unrevoked the 
husband is liable in respect of 
whatever goods the wife may order 
on the account and his liability is 
not limited to what may be re- 
garded as necessaries. 

In the absence of express autho- 

rity, the wife has an implied 

authority to pledge the husband’s 
credit for the supply of necessaries 
suitable to the husband’s style of 
living, provided that the husband 
and wife are living together. How- 
ever, the presumption of authority 
in relation to necessaries is rebut- 
ted if the husband establishes one 
of the following facts: 
(i) That he had prohibited his 
wife from pledging his credit, 

(ii) that he has revoked her autho- 
rity to do so, 

(iii) that the wife is already ade- 
quately provided with neces- 
saries or with an adequate 
allowance for the purnose of 
purchasing them or that she is 
in receipt of a definite sum 


from the husband for house- 


hold and other expenses 
(whether this sum is adequate 
or not), 


(iv) that the wife has committed an 
act of adultery. . 


(c) Where the wife is living apart from 
the husband she sometimes has 
authority as what is known as an 
“agent of necessity” to pledge her 
husband’s credit. It should be 
noted that agency of necessity 
cannot be prohibited or terminated 
by the husband and persists so long 
as the circumstances giving rise 
to it continue unless the wife com- 
mits an act of adultery. 


Agency of necessity extends to 
the ordering of necessaries suitable 
to the station in life of the parties 
and arises as follows:— 


(i) where the husband and wife 
are separated by agreement, 
and no adequate allowance or 
agreed allowance is made to 
the wife, or she has not agreed 
to maintain herself or has 
separate means or income or 
is capable of supporting her- 
self, 


where the husband deserts the 
wife or turns her out without 
adequate cause and without 
adequate means of support. 


38. Revocation of Authority. 


Excepting in cases of agency of 
necessity in which the implied authority 
is revoked by adultery only, a husband 
may at any time revoke his wife’s actual 
or implied authority to act on his behalf 
by notifying her to that effect, or by 
publishing a suitable public notice to 


that effect. However, where the wife 
has already dealt with some particular 
firm, her authority to deal with that 
firm cannot be effectively terminated 
unless actual notice is given to the firm 
concerned. 
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4. Ratification. 

Even if there is no actual authority, 
if a wife has purported to pledge her 
husband’s credit, he may become liable 
by ratifying her act, e.g., by promising 
to pay. 


5. Cash Orders. 

Reference should also be made to the 
Money Lenders (Cash Orders) Act 
1946 which provides that the husband 
of a woman to whom a cash order is 
issued shall not be liable unless his 
consent in writing to the issue of the 
cash order was obtained before the 
issue thereof. 


6. Liability for Debts of Wife Before 
Marriage. 

At one time the husband on marriage 
became liable, subject to certain con- 
ditions, to liabilities of his wife con- 
tracted before marriage. The present 
position is that he is liable for debts 
of his wife contracted and contracts 
entered into and wrongs committed by 
her before marriage, only to the extent 
of property which he has acquired or 
become entitled to, from or through his 
wife. As marriage no longer vests the 
wife’s property in the husband, the 
operation of this provision is virtually 


limited to the rare cases, nowadays, 
where the husband acquires property 
through his wife by virtue of a mar- 
riage settlement. 


7. General. 

In the nature of things, most difficul- 
ties as to the liability of the husband 
arise in relation to the supply of house- 
hold goods. In most other cases, the 
circumstances are clear and it is easy 
to say what the wife’s intentions and 
authority are, and hence what the 
husband’s liability is. 

But suppliers of household goods 
often meet a situation in which the 
facts establishing liability as between 
husband and wife are quite outside the 
supplier’s knowledge, or are in dispute. 
In those cases, the only safe course is 
to sue the husband and wife in the 
alternative, in which case the proper 
order for the court to make is that the 
unsuccessful party pay all costs. 

It is wise in such cases, however, to 
give clear notice to the husband and 
wife respectively that each is attempt- 
ing to throw liability on the other and 
to point out that failing settlement they 
will be sued in the alternative. Of 
course, the actual course taken by a 
supplier must sometimes be conditioned 
by the financial situation of the parties. 





REGISTRATION OF ACCOUNTANTS. 

From 1897 to 1903 there existed the illinois Association of Public Accountants, 
originally formed by fourteen members, whose discouraged numbers had dwindled 
to ten by October, 1898. This small group struggled during the six-year period 
of its existence as an association to obtain the passage of an Illinois CPA law. It 
seems strange that there could ever have been doubts as to the need or wisdom 
of such a law, but honest doubts did exist, even in the minds of some accountants. 
The obstacles and the discouragements that were met and overcome by those who 
refused to be defeated are only dimly apparent to us now as we review the formal 
records of their early failures and ultimate success. When, in 1903, the law became 
an accomplished fact, the Association became the present Society. 

From These Fifty Years—a Heritage and a Challenge, in the 
Illinois Certified Public Accountant, June, 1953, the special edition 
in observance of the 50th Anniversary of the organization of the 
Illinois Society of Certified Public Accountants. 
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Fine Points of Commercial Law 


By £. H. COGHILL, LLM. (Librarian of the Supreme Court of Victoria) 


Turning a Partnership into 
a Company 

NTIL the general Companies Acts, 

starting with the English Act of 

1862, threw the privilege of incorpora- 
tion open to all, incorporation was dif- 
ficult to obtain and often very expen- 
sive, and many businesses were organ- 
ised as big partnerships, with the usual 
company apparatus of transferrable 
shares, articles of association, and so 
forth. 

Of course, they could not by agree- 
ment confer limited liability on them- 
selves, and there were other difficul- 
ties even apart from the elaborate 
agreements necessary. 

When the various Companies Acts 
were passed, both here and in England, 
provisions were included that all bank- 
ing partnerships with 10 or more mem- 
bers and all trading companies having 
20 or more members must register 
under the Act. 

In addition, provision was made that 
any company consisting of seven or 
more members, existing when the sys- 
tem came into operation (1862 in Eng- 
land, later dates in Australia—the date 
in Queensland is 1863) might register 
and would thereupon be incorporated. 

The legislation goes on to provide 
that any such companies formed after 
that date “in pursuance of any Act of 
Parliament other than this Act or of 
letters patent or being otherwise duly 
constituted by law” might similarly re- 
gister (See, for example, the Queens- 
land Companies Act 1931-1942 sec. 
342). 

Now every ordinary partnership is 
lawful. Is it “duly constituted by law” 
so that every partnership of seven part- 
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ners can turn itself into a registered 
limited company by this back-door 
method? At first it was thought that 
this was so, but in 1890 the Court of 
Appeal suggested that “duly consti- 
tuted by law” meant something more 
than “lawful” and that some aspect of 
public certification is necessary, the 
mere lawful agreement of the parties 
being insufficient. 


If this suggestion is correct, it is 
hard to see to what these words can 
apply, as the only categories of trad- 
ing associations not registered under 
the Act would seem to be companies 
formed under special Acts of one sort or 
another, chartered companies and part- 
nerships. 


Nevertheless it was immediately 
adopted, not only by text book writers 
great and small but by registrars and 
those engaged in administering the 
Acts. 


In 1919 a group of 12 persons in 
Queensland formed a_ partnership 
called the Defiance Milling Company ” 
carry on the business of flour millers. 
They had a capital of £100,000, divided 
into transferrable shares of fixed 
amount, and articles of association pro- 
viding for directors and so forth, but 
the organisation was not registered a8 
a Company, and when a majority 
sought to register it under section 342, 
one of the partners objected. 


The case is reported as Morrison ¥. 
O’Brien (1958) A.L.R. 737. The Full 
Court of Queensland failed to see t 
what the words of section 342 referred, 
if they did not refer to such as case 4 
this, and decided that the Company 
should be registered. On appeal the 
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High Court of Australia refused to de- 
part from the traditional view of the 
section which I have endeavoured to 
express, held that there was no power 
to register under section 342 and re- 
versed the decision of the Full Court. 


Who Owns That File? 

E case of Chantrey Martin v. 

Martin (1953) 3 W.L.R. 459 deals 
with the ownership of the documents 
in a chartered accountant’s office, an 
irritating problem which is always 
cropping up, but on which authority is 
scanty as the value of the documents is 
usually so slight that if goodwill can- 
not settle the problems involved, 
thought of the expense of litigation will 
do so. 


Defendant was a senior audit clerk 
in the employ of the plaintiff firm, and 
(reading between the lines) it would 
seem that their relationship terminated 
ina glorious row. Plaintiffs then sued 


him for salary paid in advance and one 
month’s salary in lieu of notice, on the 
basis that one day he merely failed to 
turn up at the office and had not been 
back since. 


Defendant’s was quite a different 
story. He said that he had been audit- 
ing the books of a client company for 
the year 1954, when he discovered cer- 
tain discrepancies for the year 1950, 
which had had the effect of reducing 
the tax liability for that year. He 
went to one of the principals, asked 
him how he sheuld go about clearing up 
these discrepancies, and was told that 
the accounts for that year were closed 
and (in effect) that he had better mind 
his own business. Defendant refused 
to have anything to do with the ac- 
counts unless they were put right, one 
thing led to another, and finally this 
partner sacked him out of hand and he 
counterclaimed for three months’ 
salary in lieu of notice. 
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Of course, in deciding this dispute, 
the accounts of the client company 
would be most important, and when, in 
accordance with the usual procedure 
when preparing for trial, the parties 
exchanged lists of the relevant docu- 
ments in their possession, plaintiff in- 
cluded all the papers relating to that 
company, stated that they were not its 
property but belonged to the client 
company, and announced that it was 
therefore unable to allow the defendant 
to inspect them. 


Defendant challenged this objec- 
tion on the ground that these papers 
belonged to the plaintiff and that it 
should be compelled to allow inspection. 

The Court held that the ordinary 
drafts, notes, files, calculations and so 
forth which an auditor or accountant 
makes in the course of his employment 
are his own property and not the pro- 
perty of his client. What he does as 
the actual agent of the client is in a 
different position, but normally an ac- 
countant does not do all his work as 
the mere servant of the client and 
much of the resulting material is not 
prepared for the client and does not 
belong to him. 

In this case the documents fell into 
three classes. Firstly, there was a 
private ledger of the client company. 
This was a book of the company and 
was only prepared by the plaintiffs and 
kept at their office as a matter of the 
client’s convenience. It belonged to 
the client and the Court would not 
order the plaintiff to disclose it without 
the client’s consent. 

Secondly, there was a long correspon- 
dence with the Taxation authorities. 
Although emanating from the plain- 
tiffs themselves, clearly these letters 
were written by the plaintiffs as the 
client’s representatives and the replies 
were received by them in the same 
capacity, therefore both the copies of 
the outward letters and the original re- 
plies to them, were the property of the 
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client and in the same position as the 
ledger. 


Thirdly, there were calculations, 
draft balance sheets at various stages 
and notes thereon and similar docu- 
ments relating to the years 1950 and 
1951. These had been made by the 
plaintiffs for their own use in prepar- 
ing the final accounts for the client and 
whatever might be the position of the 
final accounts all these working papers 
remained the property of the plaintiff 
and must be produced. 


Stale Debenture Debt 


HE case of Re Otway Coal Co. 

(1953) V.L.R. 557, relates to a de- 
funct company, which suddenly sur- 
prised everybody by selling its assets 
for a good figure, leaving quite a tangle 
to be sorted out. 


In 1923 the Company created a first 
debenture, on which there was owing 
at all material times about £25,000. In 
1925 it issued several series of second 
debentures for a total of rather over 
£30,000, which, by consent of all par- 
ties, were to rank equally among them- 
selves after the first debenture. 


In 1935 it was obvious that the com- 
pany could not carry on. The first de- 
benture holder appointed a receiver, 
who took possession of the assets of the 
company, consisting principally of an 
abandoned coal mine. The directors 
met soon after, ordered the secretary 
to inform the Registrar-General that 
the company was in the hands of a re- 
ceiver and had ceased to function, and 
did not meet again. No one bothered 
to put the company into liquidation, 
but in 1937 the Registrar-General 
struck the name of the company off the 
register and it was thereupon dissolved. 


Everyone thought that the mine was 
worthless, but the War came when any- 
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body could sell anything, and the re. 
ceiver sold the company’s assets in 
1943 for £55,000, which he was duly 
paid. 


The purchaser, not unnaturally, 
wanted something for his money, and 
the receiver set about making title to 
the land. Why the purchaser parted 
with so much good money before he got 
his title is a mystery, commented on by 
the judge in the course of the case. 


It must be remembered that a deben- 
ture holder and his receiver are only 
authorised to sell as agents of the com- 
pany, they have themselves no title to 
the company’s property. And the com- 
pany being dead could not have an 
agent, so the receiver applied to the 
Court to restore the company to the 
register. This was done and the Court 
held that, as a result, the receiver's 
actions were now validated and he 
could confer a good title on the pur- 
chaser. 


These manoeuvres stirred up the 
second debenture holders, who, of 
course, had regarded their investment 
as completely worthless. In 1951 the 
second debenture holders, who had not 
had a penny since their security was 
created in 1925, appointed a receiver 
who promptly put out his hand for the 
balance after the first debenture was 
satisfied. 


Though perhaps not strictly bound 
to do so, the receiver took the objection 
that the claim of the second deben- 
tures was barred by lapse of time, and 
these proceedings followed. 


The Court held that the claim of a 
debenture holder is not a claim to land, 
nor is it a claim to recover money from 
the company. The receiver does not 
sue the company as an _ ordinary 
creditor. He takes over its assets and 
realises them, endeavouring to pay the 
debenture debt in the course of admins 
tration. 
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FINE POINTS OF COMMERCIAL LAW — Continued 


It is much more like the right of a 
beneficiary to share in an estate, than 
that of a hostile creditor. Accordingly 
no statute of Limitations applied, and 
the second debenture holders were en- 
titled to the balance of the fund. 


Juggling the Bank Accounts 

CANNOT understand the bankruptcy 

case of Re Deague, 15 A.B.C. 197. 
There may be some relevant facts not 
disclosed by the report or some point, 
obvious to the judge, which has slipped 
my mind, but as it stands I cannot 
make sense of it. 


Bankrupt, a builder, was in difficul- 
ties. He had some uncompleted con- 
tracts but his overdraft stood at £2,600, 
though he had been given a limit of 
£1,900 only, secured by guarantee. He 
wrote to his bank manager stating that 
he could not carry on but the manager 
called on him, talked the matter over, 


and arranged that he should open a 
fresh “building” account, with £1,000 
advanced for that purpose by the Bank, 
and should use it for his business deal- 
ings only. Out of this account he im- 
mediately paid £700 into the personal 
account, bringing it within his over- 
draft limit. 

After this transaction he struggled 
on for a while, but within six months 
his estate was sequestrated. 


On these facts, Clyne, J. held that 
the payment of £700 was a preference 
and void as against the trustee, and 
ordered the Bank to repay it to the 
trustee. 

As the sole effect of this payment was 
to increase one debt of the Bank by 
£700, and decrease another by exactly 
the same amount, it is hard to see how 
the Bank reaped any benefit or how 
the overall position was altered in any 
respect whatever. 

Perhaps someone can tell me what 
I have overlooked. 





The Clearing House 


DUPLICATE RECEIPTS 


NE of our clients has recently 

adopted one of the systems where- 
by cash receipts, bank deposit slip and 
cash receipts books are prepared 
simultaneously. 


The staff are anxious to abolish the 
duplicate receipt (it is not used as a 
posting medium for the Debtors’ 
ledger), as they claim that the use of 
it, with an additional piece of carbon 
paper, makes the system somewhat un- 
Wieldy. 

I am opposed to this as I feel that 
the use of numbered duplicates provides 
acheck on the numbering of the cash 
receipts, and is some safeguard against 
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omission of receipts. Duplicates can 
also be of value in correcting errors 
when two receipts have been written on 
the same line, carbon paper between 
bank slip and cash book has been 
omitted or revised, etc., etc. 


I would like to hear the views of 
other members on this subject, and 
also upon the use of duplicate receipts 
as an audit medium generally. In re- 
gard to the latter point I was recently 
given a receipt which was made out on 
an official receipt form, torn out of the 
middle of a completed receipt book— 
carbon paper was noticeably absent! 


P. A. WALKER. 
Melbourne. 
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On Horses, Pigs and the Monetary 
Convention 


By C. R. AIREY 


R. ASHLEY FORSTER (Aus- 
tralian Accountant, September, 
1953), in dealing with Mr. F. R. 
Morgan’s views on the _ so-called 
Constant-Money-Value Convention, does 
not go far enough. 

Do accountants really base their 
work on an assumption that money has 
a constant purchasing power? Is 
there really a “problem” that requires 
a “solution” simply because the 
balance-sheet figures are the result of 
simple addition and subtraction, with- 
out prior “corrections” based on index 
numbers? 

When Mr. Morgan says: “We might 
just as well add horses and pigs and 
call them rabbits,” a very simple reply 
is available. It is this: we can call 
the answer “animals” without mis- 
leading anybody. 

Are all horses alike? Are all pigs 
identically equal? Is the statement 
that Australia contains (say) nine 
million people misleading, because the 
total includes men, women and chil- 
dren? 

After all, there is quite a difference 
between a new-born infant and the 
Prime Minister; yet the statistician has 
no qualms in treating each as a popu- 
lation unit, and is not accused of work- 
ing on some “constant-human-value” 
convention. Why should we be more 
diffident about adding the pounds of 
1953 to the pounds of 1939? 

He would be a bold man who asserted 
that even the proverbial two peas are 
exactly alike. Even if he were so bold, 
he would still be wrong, for no two 


things in this world are equal in all 
respects. Even if the people of Aus- 
tralia were all men, they would not all 
be the same. Nor would they be the 
same if all were aged 40. Make them 
equal in height, weight and eye colour- 
ing, and an infinity of differences re 
main. If you cannot add things be 
cause they are not exactly the same, 
you cannot add at all. 

Of course the post-war pound can- 
not buy as much as the pre-war. Does 
this mean that when he adds them to- 
gether, the accountant assumes their 
equality? Certainly not; he ignores 
their inequality, for to him they are 
units of money, not just of purchasing 
power. 

But, it may be objected, is not pur- 
chasing power the most significant 
thing about money? Not necessarily. 
For instance, if a business borrowed 
£10,000 in 1939, the debt is legally dis- 
chargeable in 1953 with £10,000 de 
preciated though it may be. Again, 
if one business has an advantage over 
a later competitor because it bought 
its machinery more cheaply, why 
should that undoubted fact be disguised 
by manipulation of depreciation 
charges? 

Far from assuming that money has 
constant value, the accountant is bet- 
ter aware than anybody else of its In- 
constancy and of the _ implications 
which follow. It has always astonished 
me that accountants accept, and evel 
use, such a term as the Constamt- 
Money-Value Convention, when % 
much of their duties compels them, 0 
practice, to repudiate any such notion. 
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Current Problems — 


Discussed in Overseas Journals 


The last section of these notes, August issue, brought the review of overseas journals 
up to about May, 1953. The present tnstalment brings them up to about the end of 
July, and, in some cases, up to the August numbers. 


Retrospect and Prospect 


O celebrate the fiftieth anniversary 
of the Illinois Society of Certified 
Public Accountants, the June, 1953, 
issue of The Illinois Certified Public 
Accountant is a special number. Very 
attractively presented, it includes a most 
interesting series of articles, with par- 
ticular reference to developments in 
accounting since the Society was 
organised, and speculations as to future 
developments. In addition to a repro- 
duction of the late Professor Henry 
Rand Hatfield’s classic, An Historical 
Defence of Bookkeeping, which was 
first published in The Accounting 
Review, in 1923, the volume contains the 
following articles: 

The Individual Member is Important, 
by William S. Deeming; a review 
of the service given to members by 
the Society ; 

Daydreaming? Predictions of Things 
to Come, by Alexander Eulenberg ; 
reflections on social and climatic 
changes. and on electronics and 
nuclear fission ; 

These Fifty Years—a Heritage and 
a Challenge, by Edward B. Wil- 
cox; a review of economic and ac- 
counting developments during the 
lifetime of the Society; 

The Future of Accounting—Account- 
ing as a Technique, a Social Force 
and a Profession, by Maurice H. 
Stans; written in a vein of phan- 
tasy, this visualises the grandson 
of the present Executive Director 
of the American Institute of Ac- 
countants coping with the prob- 
lems of the Inter-American In- 
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stitute of Accountants on Decem- 
ber 31, 1999; 

Formal Education for Accountants 
—Accounting Education at the 
University Level: a Half Century 
of Development and Service to the 
Society, by A. C. Littleton; 

The Accounting Profession and the 
Teaching Accountant — Participa- 
tion by Interested Groups in the 
Development of Accounting Prin- 
ciples and Standards, by Stewart 
Y. McMullen; 

Unfinished Business, by Robert P. 
Vanderpoel; dealing with account- 
ing reports, auditor-client relation- 
ships, and the social responsibili- 
ties of accountants: this is a 
friendly criticism of the profession 
by a financial columnist; 

The Responsibility Concept in Ac- 
counting; More Effective Use of 
Accounting as a Managerial Tool 
to Control Costs, by Walter B. 
McFarland; 

Co-ordination of State and National 
Activities: Division of Labour be- 
tween National and State Organi- 
sations: Unified Action by the 
Profession, by John L. Carey; 

Accountants and Taxes — Desirable 
Objectives in Tax Administration: 
a short article by T. Coleman 
Andrews, Commissioner of In- 
ternal Revenue; 

Women in Public Accounting—Past, 
Present and Future of Women in 
Professional Accounting Affairs, 
by Helen F. McGillicuddy, National 
President of the American 
Women’s Society of Certified Pub- 
lic Accountants ; 
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Lawyer-Accountant Relationships 
A View of Counsel. An article by 
Edwin C. Austin and Harry T. 
Baumann on co-operation by pro- 
fessional groups in the interest of 
the client; 

Looking Ahead with the Internal 
Auditor — External and Internal 
Auditors: Responsibilities, Objec- 
tives, Technique and Co-ordination 
of Activities, by Charles J. Ghes- 
quiere; 

Co-operation in the Public Interest— 
Need for Closer Integration be- 
tween Controller and the Certified 
Public Accountant: Opportunities 
for Joint Service, by Edmund L. 
Grimes; 

The Public Accountant’s Role in the 
Banking Field: Common Problems 
of and Co-operation between Ac- 
countants and Bankers, by Stephen 
Koptis. 


The Late Colonel Robert H. 
Montgomery 


Col. R. H. Montgomery, who had 
been known for a very long time in 
accountancy circles throughout the 
world as an educator, practitioner and 
leader in professional organisations, 
died in Florida, on 2nd May, 1953, at 
the age of 80. Moving tributes to his 
memory are paid in articles in The 
New York Certified Public Accountant, 
June, 1953, and in The Journal of Ac- 
countancy, June, 1953. 


Management Accounting 


A large number of interesting and 
valuable articles on various aspects of 
management accounting has come 
under notice this month. These are— 

Cost and Management, May—How to 

Win Friends and Influence People 
Through Budgets, by N. R. Bar- 
foot: an article on various means 


of creating a favourable attitude 
towards the effective use of 
budgets ; 

Synthetic Standards — How Good 
are They? by Hugh J. Vallance, on 
pre-determined time _ standards, 
their nature and uses, with an 
illustration ; 


Cost and Management, June — 


Analysing Costs for Management 
Decision, by B. F. Beswick, on con- 
tents, installation and language in 
cost reports for top management 
and subordinate levels of manage- 
ment; 

Cost Factors in Pricing New Pro- 
ducts, by G. A. Deeks, dealing 
with pre-manufacturing, manufac- 
turing, post-manufacturing, and 
profit-margin facts in price de- 
termination ; 

Plant Capacity Control, by J. H. 
Barrett, dealing with techniques 
for bringing idle capacity losses 
under control, and suggesting the 
use of a volume loss and gain 
account; 


The Canadian Chartered Accountant, 


July—Controllership and Account- 
ing: A Contrast, by J. L. Peirce. 
Controllership is distinguished 
from accounting as being the 
planning and control function in 
management, and not merely a de- 
velopment of managerial account- 
ing, though controllership must 
continue to rely heavily on account- 
ing techniques; 


National Association of Cost Ac- 


countants Bulletin, June—Indus- 
trial Research has Accounting 
Problems, by James A. McFadden, 
Jr., dealing with peculiar account- 
ing problems of the business of 
organised research, that is, in self- 
sustaining research laboratories; 
Time Control of Contract Re 
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search, by David S. Moffitt, on the 
costing of research under various 
types of contracts; 


National Association of Cost Ac- 


countants Bulletin, July—A Pic- 
ture of Motion-Picture Making and 
Costs, by J. M. Bankley. This is 
a long, interesting article which, 
though motion-picture making is, 
so far, comparatively unimportant 
in Australia, contains many ideas 
which are of much wider interest. 
In the motion-picture making in- 
dustry cost control is obtained by 
use of a pre-expenditure budget 
and supervision of costs by produc- 
tion executives and operating de- 
partment heads through daily cost 
reports prepared by the account- 
ing departments; 

Non-Ferrous Metals Product Cost 
Development, by Louis E. Zraick. 
This describes a method by which 
product costs are accumulated by 
both job and process costing. 
Emphasis is laid on the assign- 
ment to product of total costs, in- 
cluding selling, shipping, general, 
and administrative expenses. 

Wire Drawing—Costing and Cost 
Control, by Thomas S. Dudick. 
This article describes a system in 
which the basis of costing is 
machine hours, covering labour 
and overhead; 

Die Cost Distribution in Wire 
Drawing—a question and answer 
survey of practice in distribution 
of costs in the wire-drawing in- 
dustry, conducted by the N.A.C.A. 
Technical Service Department; 
The Foundry Problem: Costs for 
Pricing, by A. C. Sinnett. This 
article deals with the problem 
arising from uninformed competi- 
tion among foundries. It main- 
tains that a uniform cost system 
is not the whole solution: product 
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costs by individual patterns is 
necessary for rational pricing de- 
cisions ; 

Better Pulpwood Costs for the 
Small Operator, by Robert H. Van 
Voorhis, describing methods of 
obtaining cost data for a small 
pine pulpwood mill, covering the 
development and use of standards; 
The Brewing Process is Ready- 
Made for Standard Costs, by Mur- 
ray F. Hepple, describing the use 
of standard costs and flexible 
budgets in the brewing and 
packaging of beer; 

Time Control of Truck Delivery of 
Bulk Material, by Thomas C. 
North. A description of an inter- 
esting use of standard times and 
driver-performance reports for 
controlling cost of delivering rock, 
sand and ready-mixed concrete; 
Cost Standards in Small Home 
Construction, by John E. Shirley, 
dealing with the establishing and 
recording of standards, recording 
and accumulating actual costs, and 
the use of variances; 


Pre-Process Storage Control of 
Tanners’ Hides, by Fred C. Klar- 
man. A description of an im- 
proved method of handling and 
maintaining control of tanners’ 
hides, contrasted with a method 
formerly used. Labour costs have 
been reduced by the new method, 
and closer control has been ob- 
tained over inventories; 

The Accountant’s Part in a Com- 
petitive Economy, by Edmund T. 
Price: an address by a manager 
at the 1953 conference of the 
National Association of Cost Ac- 
countants ; 


The New York Certified Public Ac- 


countant, June—Short-term Fore- 
casting of Cash Receipts, by Lester 
Ageloff. This article reviews three 
testing methods — the control- 
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chart method, through analysis of 
the monthly ratio of receivables to 
sales, which is said to be limited 
in application and not precise; the 
correlation analysis method 
through relationship of sales and 
collections, which is said to have 
the danger of projecting past re- 
sults into the future; and the 
numerical analysis or monthly 
aging method, which is claimed to 
be the best; 


The New York Certified Public Ac- 


countant, July — Interim State- 
ments on a True Accrual Basis, by 
Joseph Goldstein. This article 
draws attention to the distortion 
of interim reports which results 
from failure to take into account 
all accruals; 


Cost and Management, July/August 


—Basic Data, by Michael Albery: 
a reminder of the need to assure 
accuracy in the basic data on 
which costs and statistics are 
based ; 

Cost Factors in Adjusting Prices, 
by R. F. Hogan. Costs should not 
be historical, but forecasted, not 
fortuitous but planned, not idealis- 
tic but factual, not partial but 
total, not erratic but levelled out; 


The Accountant, 20th June—Costing 


Economically, by F. Clive de 
Paula, dealing with questions of 
how to review the usefulness of 
product costs in particular circum- 
stances, and how much detail is 
required in analysis of costs for 
cost control. “The answer to the 
question of how economy is to be 
achieved will probably become ob- 
vious if only the examination of 
‘what’ and ‘why’ is sufficiently 
clear-sighted, dispassionate and 
objective” ; 


The Accountant, 11th July—Works 
Planning and Cost Control in the 
Car and Sheet Metal Industries, 
by H. H. Norcross, dealing with 
factory lay-out, production control, 
cost control, budgeting, and re 
ports ; 

The Accountant, 25th July—Mechan- 
ization: A Brewery Company’s 
Accounting System, by A. G. 
Thomson: a short descriptive 
article; 


The Cost Accountant, August — 

Profit Charting Problems, by J. L. 
Hilton, dealing with the use of 
charts as a means of demonstrat- 
ing the nature of a problem before 
plunging into the complexities of 
mathematical calculation, particu- 
larly when it is necessary to ex- 
plain the economic aspects of the 
interaction of cost, selling price 
and volume; 
Standards: their Use in Manage 
ment, by Hubert Watson. A short 
note on the nature and forms of 
standards; 

The Internal Auditor, June—Cents- 
Less Accounting, by Robert H. 
Birkhold. A strong advocacy of 
the elimination of cents in account 
ing, which is said to be neither 
new nor revolutionary, but 4 
common-sense approach ; 


The Accounting Review, July—The 
Role of Cost Accounting in Cost 
Control, by Lewis R. Crum. This 
deals with different cost concepts 
and their particular uses for cost 
control purposes in different 
cireumstances, and with the limi- 
tations of cost data in controlling 
costs ; 

Analysis Versus Interpretation of 
Cost, by Michael Albery. The 
article maintains that there 1s 8 
fundamental difference between 
analysis and interpretation, though 
their interchangeability is ofter 
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CURRENT PROBLEMS — Continued 
implied. The differences in the 
processes of analysis and interpre- 
tation are discussed ; 

Variations in Gross Profit, by 
Lewis A. Carman. This article 
discusses mathematical formulae 
for accounting for variations in 
gross profit by causes, such as 

_ volume, sales-price changes, and 
unit-cost changes. 


Direct Costing 


A lively controversy is developing in 
U.S.A. on the merits and advantages of 
direct costing. In the National 
Association of Cost Accountants Bul- 
letin, June, Ray E. Longenecker gives 
the results of a case study of the use 
of direct costing in a glass container 
plant; why it was adopted, how it 
operates, and comparisons of the 
different results obtained from direct 
costing and absorption costing. 


In the same issue of the Bulletin, an 
address by Paul C. Taylor at the 1953 
conference of the National Association 
of Cost Accountants appears, under the 
tile What Can we Expect of Direct 
Costing as a Management Tool? The 
address traces the development from 
the normal-burden principle, through 
the flexible-budget principle, to the 
direct-costing principle. Possible ap- 
plications of the direct-cost principle in 
the calculation of engineering savings 
are examined, and the opinion is ex- 
pressed that within 15-20 years the 
great majority of companies will be 
wing direct costing. Another address 
to the 1958 conference, by Herman C. 
Heiser, entitled What Can we Expect 
of Direct Costing as a Basis for In- 
ternal and External Reporting? appears 
in the same issue of the Bulletin. 
Direct costing is considered as an 
alternative to absorption costing, and 
its acceptability to management, 
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auditors, the investing public and the 
Securities and Exchange Commission, 
and the Treasury is examined. The 
opinion is expressed that whether or 
not direct costing becomes a generally 
accepted principle will depend, not 
only on its merits, but also on the 
ability of industrial accountants to de- 
velop sound accounting practices and 
procedures for its practical application 
to the reporting of business results. 


In The Journal of Accountancy, 
August, Oswald Nielsen gives a case 
study of how direct costing works in- 
ternally and externally for a small 
manufacturer of electronic components 
with 60 employees, and sales of 
500,000 dollars a year. The procedures 
are traced from job-cost sheets to the 
financial and income-tax statements 
used. 


Statistical Method and 
Accounting 


In the National Association of Cost 
Accountants Bulletin, June, Robert 
Kirk Mueller, Statistical Control Aids 
Management by Exception, describes 
the application to accounting analysis 
of the theory of probability, and gives 
examples of results obtained in prac- 
tice. In the same Bulletin, another case 
study by Clair W. Bendel, Using 
Statistical Tools to Keep Costs Current, 
describes the use of statistical methods 
in the annual setting of standard costs 
in a farm-machinery manufacturing 
company. The methods used include 
classification, or “stratification”, 
sampling, and index construction. 


The National Association of Cost 
Accountants Bulletin, July, contains an 
address to the 1953 Nationai Associa- 
tion of Cost Accountants’ conference by 
Robert M. Trueblood, on the use of 
statistics in accounting control, which 
covers the study of labour-efficiency 
reports, dollar-value LIFO indexes, the 
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ageing of accounts receivable, and the 
confirmation of accounts receivable. 


Internal Auditing 


In The Internal Auditor, June, 
Arthur H. Kent, The Important Fac- 
tors of a Successful Internal Audit Pro- 
gramme, is a study based on the con- 
sidered opinions of 58 members of the 
Institute of Internal Auditors on— 


(a) What are the things that must 

be recognised clearly and 
stressed continually in the ad- 
ministration of an internal audit 
organisation? 
What other factors than those 
mentioned in (a) would hurt or 
lessen the effectiveness of in- 
ternal audit efforts? and 


The applicability of the opinions 
expressed in (a) and (b) toa 
new or small staff. 


In the same issue of The Internal 
Auditor, M. B. T. Davies discusses 
methods of training the individual 
auditor in technical competence, com- 
pany policies and procedures, and team 
work. Another article in the June 
issue of The Internal Auditor, by E. 
T. Ageno, entitled A Department 
Store Executive Evaluates Internal 
Auditing, discusses the internal-audit 
functions, and concludes that “The 
principle of internal audit is good, it is 
sound, it is necessary for efficient 
operation, and it is here to stay”. 


An article by Roy C. Taylor, in Cost 
and Management, May, on Business 
Stealing—Means and Prevention, dis- 
cusses the danger signals and 
enumerates no less than 46 principal 
embezzlement methods. 

A Case Study in Defalcations, in The 
Internal Auditor, June, by Joseph M. 
Gasarch, describes how a 400,000 dol- 
lar defalcation owas _ perpetrated, 


(c) 
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through payments to fictitious credij- 
tors, in spite of the existence of an ap- 
parently watertight system of internal 
check. 


Accounting for Price-Level 
Changes 


In The Accounting Review, July, 
Myron J. Gordon discusses the valua- 
tion of accounts at current cost, and 
submits a workable definition of cur- 
rent cost and a set of rules for the 
valuation of accounts, by which finan- 
cial statements may be prepared on a 
current-cost basis, thus providing more 
satisfactory measurements of real in- 
come and of net worth than can be 
derived from accounts prepared on the 
orthodox accounting basis. 

An article by Sir Richard Wynn in 
the National Association of Cost Ac- 
countants Bulletin, June, defends the 
orthodox accounting view of deprecia- 
tion. It maintains that revising ac- 
counts is not the answer to the problem, 
but the problem cannot be shrugged 
off. What is needed is a clear state- 
ment of the limitations of the net- 
income figure, supplementary accounts, 
special cost computations for manage 
ment, and, in some cases, quasi- 
reorganisation. 


Inventories 


Maurice E. Peloubet, a pioneer ad- 
vocate of the LIFO method of account- 
ing for stock, has an artick in The 
Canadian Chartered Accountant, July, 
entitled Last in, First out: The 
Businessman’s Inventory Method. He 
says “If you want to match current 
costs against current sales, use LIFO. 
If this is a matter of no importance, 
some other inventory method may be 
better”. Particular interest attaches 
to the “dollar-value” application of the 
LIFO principle — an _ index-number 
method, using self-developed index 
numbers. 
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In The New York Certified Public 
Accountant, July, Joseph A. Mauriello, 
Some Notes on Accounting Research 
Bulletin No. 29—Inventory Pricing, 
claims that this research bulletin of the 
American Institute of Accountants’ 
Accounting Research Committee needs 
clarification in certain respects. He 
suggests the following rule for in- 
ventory valuation: “Value goods at the 
lower of cost or cash realisable value. 
The cash realisable value for normal 
goods is estimated sale price less (a) 
costs of completion and disposal, and 
(b) normal profit. The cash realisable 
value for abnormal goods or ab- 
normally low-priced goods is estimated 
sales price less costs of completion and 
disposal.” 

The Accountant, 25th July, reports a 
discussion, led by Professor W. T. 
Baxter and David Solomons, on stock 
values. Aspects covered in the discus- 
sion include the shortcomings of the 
cost or market rule, the meaning of 
cost, the treatment of non-variable ex- 
penses, the meaning of market value, 
degree of disclosure, the effects of price 
fluctuations on business profits, reserve 
policy, and the use of index numbers. 

In The Accountants’ Journal (N.Z.), 
August, Hamish G. Hay describes the 
retail-inventory method of stock con- 
trol. Accountancy, August, Perpetual 
Inventory Recording for FIFO and 
LIFO, is a note on the mechanics of 
stock recording by each of these 
methods. 


The case for and against LIFO is 
argued in The Journal of Accountancy, 
June, by two redoubtable opponents. 
Maurice Moonitz presents the case 
against LIFO, and H. T. McAnly re- 
plies. The arguments against are that 
the original reasons for the adoption 
of the method have ceased to exist, 
that it is a device for reducing or de- 
ferring income tax and not for measur- 
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ing business income, that it does not 
even adjust for price-level changes, and 
that it suppresses realised market 
gains and losses. The reply claims that 
the LIFO method realistically states 
income, and is applicable to any in- 
dustry. 


Office Manuals 


The Controller, June, has an interest- 
ing report on office manuals by Paul 
G. Drescher, Vincent P. Lechner and 
Harold J. De Jager, based on a survey 
conducted among the membership of 
the Methods and Procedure Committee 
of the Controllers’ Institute, New York 
City Control. The article includes also 
a useful bibliography on the subject. 


Financial Planning and Control 


In The Controller, June, John E. 
Kusik likens a financial-control] system 
to the system of levees on the Missis- 
sippi. Both serve the purpose of con- 
trolling a flood tide and directing it 
back into the river bed. The four 
levees are—earning-power target and 
normal expectations; target for total 
amount of money used in the business; 
co-ordinated planning of marketing, 
production and financing; and effective 
mechanism for control of business 
activities. 


Electronics 


In The National Association of Cost 
Accountants’ Bulletin, June, Everett S. 
Calhoun, The Challenge of Electronics 
Equipment, describes electronic-com- 
puting machines, likely developments 
in their application to accounting, and 
how the accountant may prepare him- 
self for the new era. He thinks that 
it is more a matter of when, than if, 
electronic equipment will be used quite 
generally to handle business data. In 
the July issue of the Bulletin, an ad- 
dress by Joseph Pelej to the 1953 Con- 
ference of the National Association of 
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Cost Accountants on electronic-account- 
ing possibilities states that “We are at 
the beginning of something big and 
exciting with great implications for the 
immediate and the long-run future. If 
we plan properly and get our house in 
order, we should be able to make the 
most of it”. 


In The Journal of Accountancy, 
August, Grandjean G. Jewett surveys 
electronic computers available now in 
U.S.A. and what they can do for 
modern business. 


Accounting Doctrine 


In an article in The Accounting Re- 
view, July, entitled Sacred Cows in 
Accounting, Herbert F. Taggart quotes 
W. A. Paton, “Accounting is plagued 
with fetishes and sacred cows. It is 
high time that homage be shifted from 
these to the primary objective—fur- 
nishing owners and managers with 
essential economic data”. He proceeds 
to examine critically a number of 
accounting fetishes such as the treat- 
ment of cash discounts as income, the 
belief in objectivity as an infallible 
guide, the assumption of the stability 
of the monetary unit, and conservatism, 
which he describes as the holiest of 
holy cows—all right in its place, and 
a good residual or background rule. 


An article in The New York Certi- 
fied Public Accountant, July, entitled 
Variety in the Concept of Income, by 
A. C. Littleton, traces the evolution of 
the accounting concept of income from 
Adam Smith to the current price-level 
controversy. 


In the same issue of The Accounting 
Review, a lawyer, Arthur H. Dean, dis- 
cusses the relationship of law and 
economics to the measurement of in- 
come. Beginning with an examination 
of the concept of income, the purposes 
of measuring income, and adjustment 
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for change in the standard of measure, 
he goes on to discuss what he con- 
siders to be the economic inaccuracy of 
conventional accounting. The chief 
purposes for measuring income are 
economic and legal: these purposes are 
best served when measurement of in- 
come is in accord with economic 
realties. In times of inflation, in- 
realities. In times of inflation, in- 
accuracy in measurement ill serves the 
economic and many of the legal pur- 
poses of measurement. 


In Accounting Research Bulletin No. 
43, published as a separate booklet, the 
Committee on Accounting Procedure of 
the American Institute of Accountants 
has given a restatement and revision of 
Accounting Research Bulletins Nos. 
1-42, published between 1939 and 1953. 
Copies of the restatement and revision 
are obtainable from the American In- 
stitute of Accounts, 270 Madison 
Avenue, New York 16, N.Y., at three 
dollars cloth bound and two dollars 
paper bound. The bulletins cover a 
wide field, including problems of in- 
ventory pricing, depreciation, con- 
tingency reserves, taxes, capital ac- 
counts, intangible assets, government 
contracts, and compensation. Bulletins 
dealing with the recommendations of 
the Committee on Accounting Termin- 
ology are to be published separately. 


Education for Accounting 


Three interesting articles on ac 
countancy education appear in Th 
Accounting Review, July. These are 
Accounting Education from the Point 
of View of the Business Employer, by 
Robert G. Knight—a plea for the de 
velopment of reasoning power and 
imagination rather than the mastering 
of techniques; Accounting Education 
from the Point of View of a Member of 
a State Board of Accountancy, by 4 
Frank Stewart—which draws attention 
to the lack of common agreement as 
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what constitutes an acceptable account- 
ing curriculum: the author would like 
to see the formulation, adoption and 
installation of an accounting curricu- 
lum, that is, at least with respect to 
its technical subjects, sufficiently uni- 
form throughout the country to relieve 
the State Boards of the burden of 
examining and re-examining the degree 
of accounting education under which 
candidates apply for examination; 
Training for Law and for Public Ac- 
counting, by William L. Campfield: this 
article compares the systems of train- 
ing for law and public accountancy. 
There are many similarities: in each 
case the pre-professional training is 
based on a wide and thorough general 
education, which is best secured at col- 
leges and universities. The core 
thought about training for the two pro- 
fessions is the same—the public in- 
terest, and the growth of a conscious- 
ness of social responsibility. 

In The Canadian Chartered Ac- 
countant, July, Mary E. Murphy 
examines the English educational pat- 
tern for accounting, which emphasises 
training rather than academic instruc- 
tion. The question is raised whether, 
in present circumstances, this attitude 
can be maintained. 


Accountancy and Economics 

A provocative article, by M. Striker, 
in The Accountant, 27th June, on the 
accountancy of J. M. Keynes, attempts 
to translate Lord Keyne’s views on in- 
come, as expressed in the “General 
Theory of Employment, Interest and 
Money” into the language of account- 
ancy. The article concludes that in 
economic theory there is a lamentable 
ignorance of the facts of economic life. 
As was probably intended, the article 
drew fire from several correspondents 
m later issues of The Accountant. 

An article, by James L. Dohr, in The 
Journal of Aceountaney, August, en- 
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titled What They (Economists) Say 
About Us (Accountants), shows, by 
extracts from current writings, that 
economists fail to comprehend what 
accountancy is about, what service it 
renders to business, and how the pro- 
duct of the accountant’s work should 
be used. 


Accountants and Bankers 

Alvin R. Jennings, chairman of the 
American Institute of Accountants’ 
Committee on Co-operation with 
Bankers, in an article in The Journal 
of Accountancy, June, describes how 
certified public accountants and 
bankers help each other to hold their 
clients. 


Published Accounts 

The series of studies by the Research 
Department of the Canadian Institute 
of Chartered Accountants on presen- 
tation techniques in annual financial 
reports is continued in The Canadian 
Chartered Accountant, June and July. 
The June instalment deals with sur- 
plus, and the July instalment with the 
auditor’s report. 

In The Journal of Accountancy, 
August, R. K. Mautz discusses the cur- 
rent controversy in U.S.A. on the in- 
come statement. He thinks that too 
much attention has been focussed on 
the net-income figure, and that this has 
resulted in the conflict between the 
current-operating and the all-inclusive 
concept of income. This conflict could, 
he thinks, be avoided by presenting the 
income statement as a series of essen- 
tial facts and schedules in a flexible 
form. 


Auditing 

In The New York Certified Public 
Accountant, June, Sheldon S. Freed- 
man, on Making Interim Audits 
Profitable in the Light of Increased 
Costs, examines methods of saving 
time on monthly audits by increased 
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efficiency in the client’s office, re- 
examination of audit procedures, and 
economy in the preparation of monthly 
statements through the use of dummy 
reports, the elimination of cents, pre- 
printed forms, and the like. 

Howard Goodwin, in The Account- 
ant, 18th July, on the framework of a 
company audit, describes a standard 
company-audit framework to which 
additional detail could be added, when 
necessary, for each individual audit. 

W. J. Sherlock, in The Internal 
Auditor, June, Utilizing the Client’s 
Staff and the Internal Auditor in Con- 
nection with the Independent Public 
Auditor’s Examination, stresses the 
importance of a good system of internal 
check and control, and suggests the 
temporary assignment of employees to 
help conduct tests under the external 
auditor’s direct supervision, and the 
assignment of employees to do the 
auditor’s clerical work. 


Weldon Powell, in The Journal of 
Accountancy, June, discusses pro- 
cedures the auditor should carry out to 
determine events after statement date. 
Events after statement date which re- 
quire attention are described, and pro- 
cedures such as the reading of minutes 
and of subsequent internal financial 
statements and enquiries from respon- 
sible officers are suggested. The article 
contends that a review of the accounts 
themselves is a questionable procedure. 
Other points discussed are the period 
after statement date which should be 
covered, and the way in which dis- 
closure of the effect of post-statement 
events should be made in auditors’ re- 
ports. 

In The Journal of Accountancy, 
Virgil Tilly discusses the obligations of 
the indenendent public accountant to 
his profession. The article comments 
briefly on such matters as_ technical 
proficiency, professional ethics, mem- 
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bership and service in professional 
societies, community service, service to 
governments, and responsibility to the 
public. 


In The Journal of Accountancy, 
July, Alvin R. Jennings, in an article 
entitled New Developments in Audit- 
ing by Independent C.P.As., traces the 
steady development in auditing outlook 
and procedures. Examinations by in- 
dependent certified public accountants, 
he thinks, have long since ceased to be 
(if in fact they ever were) substitutes 
for sound internal control, and adequate 
fidelity-insurance programmes. Audit- 
ing standards are being identified and 
in the literature of the profession 
there has been a _ shift from the 
generalized approach to the case-study 
approach. 


James W. Porter, in The Journal of 
Accountancy, August, describes how to 
use the client’s personnel to save audit 
time before the actual audit begins, so 
as to leave the external auditor more 
time to perform the supplemental ser- 
vices which are now so often required 
by small businesses. 


In The National Association of Cost 
Accountants’ Bulletin, June, Charles W. 
Lamden, on the special-problem report, 
maintains that statements on account- 
ing principles have been designed 
primarily for the preparation of 
corporate financial reports. Other 
organisations require special-problem 
reports. This is particularly so in such 
organisations as municipal and govert- 
ment, educational and charitable insti- 
tutions, social, professional and service 
clubs, farming and agricultural clubs, 
professional firms, organisations which 
derive their income from rents, royal- 
ties and dividends, and other enter- 
prises which keep their records on a 
cash basis. Specific recommendations 
for report-writing procedures in such 
cases are submitted. 
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Ernest D. Loewenwarter, on monthly 
audits and reports, in The New York 
Certified Public Accountant, July, says 
that monthly reports are a necessary 
service to industry. They are, how- 
ever, costly to both auditor and client. 
Specific suggestions are made for re- 
vision of monthly-audit programmes in 
order to eliminate needless routine, and 
to make monthly reports effective. 


Public Accounting 


In The Accountant, 4th July, R 
Sproull, on organisation and fees in 
medium practices, discourses on the 
planning of accountants’ work, on rates 
‘and charges, and on policy matters. 

The Journal of Accountancy, July, 
contains a case study by Arthur H. 
Blair on the installation of a new book- 
keeping system and equipment in a 
general insurance company. 


Public Accounts 


In The Accountants’ Journal (N.Z.), 
August, Abram Mey and W. Rosenberg 
state the case for double-entry book- 
keeping in government accounts. They 
believe that double-entry instead of 
cash accounting is necessary both for 
parliamentary control and for efficiency 
in administration, and they suggest the 
main requirements of a double-entry 
system. a 


Social Accounting 


In The Accounting Review, July, 
Wilson L. Farman discusses the ques- 
tion whether the working system of 
social accounts used by the U.S.A. and 
other Western nations can be used also 
for other countries such as those, in 
Asia and Africa, which are industrially 
backward economies in which a con- 
siderable part of the total product 
never reaches the market. The article 
Suggests how a separate and segre- 
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gated sub-sector set of accounts may be 
used for subsistence and family pro- 
duction and for barter transactions. 


Endorsement of Cheques 


The Accountant, 27th June, contains 
a contributed article on a topic which 
was the subject of much controversy 
in Australia some years ago. This is 
the question whether cheque endorse- 
ments really serve any useful purpose. 

The addresses of publications refer- 
red to in this article are as follows:— 


The Illinois Certified Public Account- 
tant, 208 South La Salle Street, 
Chicago 4, U.S.A. 

The New York Certified Public Ac- 
countant, 677 Fifth Avenue, New 
York 22, N.Y., U.S.A. 

Cost and Management, 66 King Street 
East, Hamilton, Ontario, Canada. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, Toronto, 

Canada. 

National Association of Cost Account- 
ants’ Bulletin, 505 Park Avenue, 
New York 22, N.Y. 

The Accountant, 44 Drapers Gardens, 
Throgmorton Avenue, London, E.C.2, 
England. 

The Cost Accountant, 63 Portland 
Place, London, W.1, England. 

The Internal Auditor, 120 Wall Street, 
New York 5, N.Y., U.S.A. 

The Accounting Review, 450 Ahnaip 
Street, Menasha, Wisconsin, U.S.A. 

The Journal of Accountancy, 270 Madi- 
son Avenue, New York 16, N.Y., 
U.S.A. 

The Accountants’ Journal (N.Z.), 
York House, Lambton Quay, Welling- 
ton, C.1, N.Z. 

Accountancy, Incorporated Account- 
ants’ Hall, Temple Place, Victoria 
Embankment, London, W.C.2, 
England. 

The Controller, 1 East 42nd Street, 
New York 17, N.Y., U.S.A. 

A.A.F. 
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Book Reviews 


Income Tax Law and Practice (Com- 
monwealth): N. E. Challoner and 
C. M. Collins, The Law Book Co. of 
Australasia Pty. Ltd., 1953; Pp. xliii 
plus 1092, including 100 pp. index; 
Price £7/7/-. 


This book is a full-scale work on in- 
come tax law and practice in Australia. 
It contains the texts of the Common- 
wealth Income Tax and Social Services 
Contribution Assessment Act 1936-1952 
(as amended to 30th June 1953), to- 
gether with the regulations made 
thereunder and other Commonwealth 
statutes dealing with income tax as in 
force in June 1953. Each section is 
printed in full and is then followed by 
the authors’ explanatory notes. 


It is stated in the preface that the 
publishers intend to keep the work up 
to date by issuing cumulative supple- 
ments from time to time. The need 
for a supplement is already becoming 
apparent, as since the book went to 
press a number of minor amendments 
have been made to the Assessment Act, 
and a new rating act has imposed re- 
duced rates of tax on personal incomes 
earned in 1953-54 and on company in- 
comes earned in 1952-53. 


The authors are to be congratulated 
on having covered so vast and complex 
a subject in just under a thousand 
pages of text. This has been done 
without any significant sacrifice of de- 
tail. The explanatory notes are lucid 
and authoritative, and are fully docu- 
mented with references to Australian 
and overseas decisions. Cases cited 
include Australian decisions reported 
to June 1953 and overseas decisions to 
April 1953. Worked examples have 
been used to illustrate the application 
of the more abstruse sections, and 
these have been kept as simple as the 
complexity of the legislation will allow. 
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The general excellence of the work 
makes it difficult to single out particy- 
lar parts for special mention. However, 
items which appeared likely to be of 
special interest are the short summary 
of the position regarding deductions 
allowable under Section 51 in respect 
of non-business incomes, and the treat. 
ment of Division 4 of Part ITI (Leases) 
and of Division 7 of Part III (Private 
Companies). In 1952, Division 4 was 
substantially amended and Division 7 
completely redrafted, and the detailed 
explanations of the new provisions will 
be extremely valuable to taxpayers and 
their advisers. 

Every effort appears to have been 
made to study the reader’s convenience. 
The consolidated Assessment Act is 
preceded by a table of sections, so that 
the subject matter of any section can 
be ascertained without a search of the 
text; case references are given in foot- 
note rather than interpolated in the 
text and paragraph numbers have been 
printed in heavy type in the outer mar- 
gins of the text pages, to enable a par- 
ticular paragraph to be located in the 
minimum time. The index prepared by 
Messrs. O. L. Seott and N. H. Taylor 
has been very carefully compiled and 
cross-referenced. 

Messrs. Challoner and Collins are 
authorities on their subject, and this 
book should become a standard work of 
reference on the law and practice of 
income tax in Australia. 

HWS. 


Profit Measurement and Price Changes: 
K. Lacey; Sir Isaac Pitman & Sons 
Ltd., London, 1952; Pp. xiii- 129: 
Price 30/-. 

For several years, Mr. Lacey has 
been critically examining, in articles 2 
The Economic Journal, Economie, 
The Accountant, and the Journal of 
Accountancy, orthodox accounting 
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practices in the measurement of 
business profits. His main thesis has 
been that profit figures as computed by 
conventional accounting methods are 
misleading and that the present system 
of profit measurement intensifies 
booms and slumps because it “tends to 
widen the excess of investment over 
planned savings in the boom and simi- 
larly to widen the excess of planned 
savings over investment in the early 
stages of the slump”. In these articles 
he has from time to time used different 
approaches to the problem. 

In the present volume, presented in 
the attractive form which we have 
come to expect from publications by 
the house of Pitman, “an attempt is 
made to weave the valid elements of 
each approach into a consistent pattern 
and to develop proposals aimed at 
meeting the somewhat diverse require- 
ments in the fields of economics, 
accountancy, taxation, and finance’’. 


The book begins with two chapters, 
dealing respectively with the economic 
background and the accounting and 
taxation background, which the author 
Says are not essential to an under- 
standing of the rest of the book. The 
chapter on the economic background 
is nevertheless a most useful, though 
concise, exposition of the savings-in- 
vestment theory of price changes. 

The chapter on the accounting and 
taxation background is an outline of 
orthodox accounting attitudes (as ex- 
emplified, e.g. in the Recommendations 
on Accounting Principles of the Insti- 
tute of Chartered Accountants in 
England and Wales) and of the pro- 
visions of U.K. income tax law regard- 
ing stock values and depreciation. 
Recommendation XII of the Institute 
(Rising Price Levels in Relation to 
Accounts) appears as an Appendix 
to the book, as being of particular in- 
terest; and the final chapter in the 
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book reproduces the author’s article in 
The Economic Journal on the objec- 
tions by the Tucker Committee on the 
Taxation of Trading Profits to the 
proposal that taxable profits should be 
computed after allowing for the higher 
cost of replacing fixed assets and stock. 


Briefly put, Mr. Lacey maintains 
that profits are now computed on the 
basis of maintaining intact the money 
capital of a business: what is needed 
is a system under which profits are 
computed on the basis of maintaining 
intact the “real” capital, i.e., the same 
volume of physical assets. “Such a 
basis,” he says, “involves the creation 
of reserves against the higher costs of 
replaced stocks so as to supplement 
paid up capital, as it loses purchasing 
power, with capital reserves, such re- 
serves being adjusted downwards when 
the purchasing power of money rises.” 


The book is persuasively written and 
closely argued. There is no doubt that 
it is an important contribution to the 
innumerable 


study of many of the 
facets of a problem which troubles 


every accountant as well as every 
economist and the great majority of 
business managers and directors. That 
there is a problem, no one can deny; 
that the problem is serious and diffi- 
cult of solution few could dispute. The 
trouble is that there is no approach to 
a consensus on the question of account- 
ing responsibility or, even if it is ad- 
mitted that accountants as such have 
a responsibility to find a solution, on 
the nature of the solution. 


Mr. Lacey maintains strongly that 
accounting has a definite responsibility 
to isolate and disclose the effects on 
reported income of price-level changes. 
His solution is to express inventory 
and depreciation charges to profit and 
loss in “real’’ or “current” terms by 
the use of index numbers. The case 
is honestly argued: he confesses that he 
is “feeling his way” through practical 
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difficulties; he is prepared to accept 
and face the logical implications of his 
suggested solution, such as the neces- 
sity to apply it on the downtrend as 
well as on the up, or the fact that it 
would result in a more rapid increase 
in prices in the early stage of a boom 
and a more rapid fall in prices in the 
early stage of a slump. And he anti- 
cipates and attempts to answer objec- 
tions on various grounds to his pro- 
posals. 

Whether his arguments are convinc- 
ing depends of course upon the in- 
dividual reader. A reviewer can ex- 
press only his own reactions. The 
present reviewer remains unconvinced 
either that accounting is a potent in- 
fluence in exacerbating booms and 
slumps or that abandonment of the 
historical-cost concept as a basis for 
formal accounting would have the 
beneficial effects such as are claimed 
for it. There appear to be many in- 
consistencies in the argument. 


The major inconsistency is_ that, 
whereas it is alleged that accounting 
now deceives the business man, the in- 
vestor, governments, and the general 
public (Chapter V), the proposed new 
method of accounting would mean that 
“As compared with past cycles, profits 
on the uptrend would actually be 
higher (in terms of the “real” margin 
per unit of sales) though as reported 
to shareholders after adjustment for 
stock price changes, etc., they would be 
smaller” (page 30). 

Apparently the business man is still 
to be deceived—but under the proposed 


method in a way which will benefit him 
and the community. The argument 
surely smacks suspiciously of the now 
discarded argument that secret re. 
serves were in the best interests of 
shareholders. 

But there are several other apparent 
contradictions. On page 6, it is said 
that “from a financial viewpoint, de- 
preciation supplies funds”: on page 10, 
we are told, depreciation “represents a 
gradual loss of (capital) owing to use”. 
How funds can be supplied by loss of 
capital is difficult to understand. 
Again, in spite of repeated insistence 
on the need for accounting in “real” 
terms, the statement is made (page 96) 
that “one of the worst features of the 
present situation is the fixing of prices 
by reference to actual costs,” which 
perpetuates inflation by increasing the 
unspent income balances held by in- 
dividuals. 

One whose unspent income is small 
at any time (and indeed is often a 
negative quantity) may be excused for 
doubting whether prices fixed on the 
basis of “real” (as opposed to 
“actual”’?) costs would be greatly to 
his benefit or that of his fellows. 

These inconsistencies are quoted in 
order to illustrate the difficulties of 
writing and reasoning upon this thorny 
problem rather than to suggest that 
they destroy the value of the book. On 
the contrary, the book is, generally 
speaking, an excellent expression of a 
point of view which every accountant 
should understand and appreciate even 
though he may not be prepared to 
accept it and to follow where it leads. 

A.A.F. 
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News and Notes 


VICTORIAN DIVISION 
Luncheon Meeting 


Mr. R. H. Dunn, LL.M., addressed members 
of the Division at the October luncheon meet- 
ing on the subject of “Procedures in the 
Criminal Courts”. Mr. Dunn explained the 
constitution of the various courts in Victoria 
and the functions and procedures in each and 
related several anecdotes taken from his years 
of experience as a barrister and solicitor. 


The State Vice-President, Mr. J. R. Barber, 
presided at the luncheon and brought to the 
notice of members the fact that the Society 
had been a for one year. At the 
conclusion of Mr. Dunn’s address, Mr. Barber 
moved a vote of thanks which was carried 
with hearty acclamation. 


Christmas Luncheon 


Don’t forget the Christmas Luncheon on 
December 8 in the Lower Melbourne Town 
Hall. 

To provide an opportunity for members to 
meet one another and exchange seasonal greet- 
ings it will start earlier than usual. Sherry 
will be served at 12.20 p.m. 


Any members wishing to have their names 
added to the regular luncheon mailing list 
should ‘phone the Society at MU 9351. 


Personal 


Mr. A. D. Latham, B.A., B.Com., A.A.S.A., 
who has been Claims Superintendent in the 
Victorian Branch of the United Insurance 
Company Limited for some years, has been 
appointed Claims Manager, Harvey, Trinder 
(Victoria) Pty. Ltd. 


Messrs, R. M. Coleman and W. J. L. Ould 
have been appointed Joint Managing Directors 
of John MelIlwraith Industries Ltd. Prior to 
these appointments, Mr. Coleman was a Di- 
rector of the Company in Sydney, and Mr. 
Ould, Secretary of this group of Companies. 

Mr. Harold J. Lawrence, F.A.S.A., General 
Manager of Murray Valley Coaches Ltd. has 
been elected President of the Australian Road 
Transport Federation. Mr. Lawrence has the 
distinction of being the youngest president in 
the history of the federation. 


NEW SOUTH WALES DIVISION 
Christmas Luncheon 

Members are notified that a Christmas 
Luncheon will be held at The Trocadero on 
Wednesday, 9th December at 1250 p.m. 
Special arrangements are being made for 

luncheon. Sherry will be served in the 
foyer from 12.30 p.m. There will be musical 
items and a short address by a speaker on 
& subject of general interest. 
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Members who wish to attend the luncheon 
and whose names are NOT on the luncheon 
mailing list should notify the State Registrar’s 
office (phone BW 3282). 


Research Lecture — Sydney 

The first research lecture sponsored by the 
Society in the University of Sydney was de- 
livered by Professor Mary E. Murphy, Ph.D., 
C.P.A. on Thursday, 8th October at 8.15 p.m. 
The subject of the lecture was “The Deter- 
mination and Measurement of Income for 
Accounting Purposes.” 


The Dean of the Faculty of Economics, 
Professor S. J. Butlin, was Chairman and the 
commentators on the lecture were Mr. E. A. 
Burley, F.A.S.A., Secretary and Director of 
Berlei Ltd., and Mr. E. L. Wheelwright, M.A.., 
Senior Lecturer in Economics, University of 
Sydney. 

A vote of thanks to the lecturer and com- 
mentators was moved by the State President, 
Mr. W. P. Henson, F.A.S.A., and seconded by 
Mr. H. G. McCredie, LL.B., A.A.S.A., Lecturer 
in Accountancy, Faculty of Economics. 


The General President, Mr. C. R. Hicking, 
F.A.S.A., extended to the Chairman and the 
University the thanks of the Society for 
making the lecture possible and spoke briefly 
of the Society’s policy regarding research in 
accounting and allied subjects. 


Research Lecture — Canberra 

On Thursday, 15th October, Mr. L. Goldberg, 
B.A., M. Com., F.A.S.A., delivered the 1953 
research lecture endowed by the Society in 
the Canberra University College. Mr. Gold- 
berg, who is the Senior Lecturer in Account- 
ancy at the University of Melbourne, chose 
as his subject “Concepts of Depreciation”. 


An appreciative audience of over 50 people 
heard the lecture and the Chairman of the 
College Council, Dr. B. T. Dickson, acted as 
chairman of the meeting. Visitors included 
the General President of the Society, Mr. C. 
R. Hicking; the State Vice-President, Mr. E. 
A. Cupit; Mr. R. K. Yorston; the General 
Registrar, Mr. C. W. Andersen and the State 
Registrar, Mr. B. L. Horsley. 


The Canberra Branch Council entertained 
representatives of the College and the visitors 
at a buffet dinner held at the Hotel Well- 
ington, prior to the lecture. 


Wollongong Branch 

On Wednesday, 23rd September, 1953, 51 
students and members of the Branch attended 
a very interesting address given by a member 
of the N.S.W. Divisional Council, Mr. N. F. 
Stevens, B.Ec, (Syd), F.A.S.A., on “The 
Presentation of Financial Statements”. As 
Mr. Stevens is a partner of the firm of Messrs. 
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E. S. Wolfenden & Company, Chartered 
Accountants (Aust), Sydney, and a part-time 
lecturer at Sydney University, his address 
was of great practical interest to all members 
and students and was a very fitting subpect 
for the Branch’s first discussion night. A 
vote of thanks to the lecturer was moved by 
Mr. T. R. Hansen. 

At the conclusion of the meeting the State 
Registrar spoke briefly on the establishment 
of the Branch library and informed members 
that the first consignment of books for the 
library had arrived. 


Obituary 

It is with deep regret that we record the 
death of Mr. Peter James Laird, who had 
been a member of this Society and one of the 
amalgamating bodies for a period of 20 years. 
He was, at the date of his death, Chief 
Accountant of the Colonial Sugar Refining 
Co. Ltd. and had been an officer of that com- 
pany for 42 years. 


Personal 

Information has been received that Mr. 
Bernard Taylor, F.A.S.A., A.C.I.S., has been 
appointed Secretary of McDowells  Ltd., 
Sydney. 

Mr. Henry H. Stricker, A.A.S.A., notifies 
that he has commenced practice as a public 
accountant at Temple Court, 81 Elizabeth 
Street, Sydney. 


QUEENSLAND DIVISION 


Arthur Capper Moore Memorial Lecture 

A large attendance of members listened with 
great interest to the 1953 Arthur Capper 
Moore Memorial Lecture delivered at “River- 
side”, New Farm, on Tuesday, 13th October 
at 8 p.m. The lecturer was Professor Mary 
E. Murphy, the Fulbright Lecturer, who con- 
cluded her Australian tour with this lecture. 
She chose as her subject “Accounting and 
Managerial Problems in the Australian Eco- 
nomy.” She amazed members with the extent 
of the detail of her research into the Aus- 
tralian economy and the causes of our present 
financial, industrial, and economical problems. 

In introducing the lecturer, the Chairman, 
Mr. J. England, referred to the late Arthur 
Capper Moore, in whose memory this lecture 
had been endowed by the Federal Institute 
prior to the amalgamation and carried on by 
agreement by the Society. He considered it 
appropriate that the name of a member who 
had done so much for his Institute should be 
commemorated in the form of a lecture tonight 
by one who, in her own way, had contributed 
so much to the accountancy profession. 

The Chairman also welcomed to Brisbane 
Mr. O. H. Paton, Vice President of the Society, 
who had made the journey to Brisbane for 
the lecture to represent the President, Mr. 
C. R. Hicking, who had been unable to attend. 
The Chairman expressed the appreciation of 
members at the gesture of the President in 
being represented at the lecture. 
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At the conclusion of Professor Murphy's 
lecture, Mr. Paton, in proposing a sincere 
vote of thanks to the lecturer both for her 
return visit to Brisbane to give the lecture 
and for the valuable paper presented, stressed 
the magnificent contribution to the profession 
made by Professor Murphy during her tour 
of Australia as a Fulbright lecturer. As this 
was her last meeting in Australia, he also 
took the opportunity, on behalf of all members 
of the Society, to farewell Professor Murphy 
and to extend to her the good wishes of 
members for a successful tour of New Zealand 
and a safe and pleasant return to her home- 
land. 


Educational Group 


Arrangements were completed for the 
conduct of the keen Study Group by the 
Educational Group of the Queensland Division, 
115 enrolments for this Course were re- 
ceived and all those taking part were 
sent full details. Briefly, the Study Course 
took the form of the study of four (4) papers 
presented one night a week on the four 
nights, Tuesdays, 27th October, 3rd and 10th 
November, and Wednesday the 18th Ne 
vember. The Course was designed to study 
“Problems of an Expanding Business”. 

The papers of the members who led the 
discussion each night were as follows:— 

Tuesday 27th October: “Personal 
Problems of Staff” Mr. . S. Jones, 
A.A.S.A., Secretary Nestles Ltd, Brisbane. 

Tuesday 3rd November: “Sales and 
Production Problems” Mr. M. R. Allen, 
F.A.S.A. Principal of the Queensland 
Branch of the Hemingway Robertson 
Institute. 

Tuesday 10th November: “Accounting, 
Costing and Office Management Problems” 
Mr. A. Greenhill, F.A.S.A., Finance 
Director and Secretary of Charles Hope 
Ltd. 

Wednesday 18th November: 
lems of Obtaining Finance” Mr. R. A. 
McInnes, A.A.S.A., of Messrs. A. H. 
Nevitt & Co., Stock and Share Brokers. 

The Meetings of the Study Group were 
held in the Chamber of Commerce Conference 
Room, Adelaide Street, at 7.30 p.m. on each of 
the nights listed above. 


“Prob- 


TASMANIAN DIVISION 


Business Efficiency Exhibition 

A feature of the Sesquicentennial Celebra- 
tions in Tasmania listed for later this year s 
a Business Efficiency Exhibition. The Exhibi- 
tion, which is to be held between the 23rd and 
26th November, will be along the lines of 
similar displays of office equipment and &- 
counting machines held in Sydney and Mel- 
bourne, but this will be the first ever held ™ 
Tasmania. 

The Hobart Junior Chamber of Commerce 
will be organising the Exhibition under the 
auspices of the State Sesquicentennial Cele- 
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NEWS AND NOTES — Continued 


brations Committee, and fifteen of the largest 
distributing organisations will be displaying 
the latest types of accounting machines, add- 
ing and calculating machines and many other 
items of modern equipment, including a micro- 
filming machine. The State Council of the 
Society is assisting the project. 


Research Lecture 


In the presence of about 100 members and 
students on Monday, 26th October, Mr. R. K. 
Yorston delivered the 1953 Research Lecture 
in the University of Tasmania entitled “Con- 
trol in the Corporation.” 

Mr. Yorston’s lecture comprised a roy of 
the development, ownership and meth of 
control of joint stock companies. 

The meeting was held at the Hydro-Electric 
Commission’s Theatrette and was presided 
over by the Acting Chancellor of the Univer- 
sity of Tasmania, Mr. C. R. Baker. Consider- 
able discussion followed the lecture, those 
taking part being the Vice-Chancellor of the 
University, Professor Hytten, Messrs. J. Har- 
vey, Q. McDougall, J. G. Cooper and H. H. 
Cummins, Jnr. 

Mr. Yorston very kindly consented to de- 
liver the lecture to the Northern Branch of 
the Society at a meeting held at the Lounge 
Tea Room on Tuesday, 27th October, at which 
there was a good attendance. The meeting 
concluded with a lively discussion, in which 
most members present took part. 


The Australasian Institute of 


Cost Accountants 
NEW SOUTH WALES DIVISION 


On October 13th two informal debates were 
held on the following subjects: 

“That Factory Expense should not be ap- 
plied to Product Costs but should be 
allocated against overall Profits.” 

Mr. H. Sainsbury, Past President of the 
N.S.W. Branch, and Mr. D. Wendon argued 
on the affirmative side against Mr. A. E. New- 
> and Mr. W. Middleton on the negative 
side. 

“That the practice of closing all accounts 
on the last day of each calendar month 
is satisfactory”. 

This subject was affirmed by Mr. A. 
Luckin and Mr. J. Lane, who opposed Mr. 
= Glee and Mr. K. Fleming on the negative 


An interesting evening is anticipated as the 
subjects are of a highly controversial nature 
and should provoke some enlightening discus- 
sion after the main speakers have put forward 
their own thoughts on the questions. 


Lecture 


On 27th October, Mr Geoffrey Beckingsale 
of the firm of Personnel Administration (Vic.) 
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Pty. Ltd. gave a talk to the Institute on 
“Industrial Productivity.” He dealt with 
a comparison of Australian and overseas 
levels of productivity and the practical scope 
for improvement in this country. 


Symposium 
The Activities Committee arranged for 
an interesting evening on 10th November when 
three prominent speakers covered the subject 
— “What is the value of the Cost Accountant 
in Industry?”—from various aspects. 


First, Mr. W. I. Miskoe, Managing Director 
of Lincoln Electric Pty. Ltd. who dealt with 
it from the point of view of Top Management. 


Later, Mr. W. C. Bourke, a principal of 
the firm of Associated Industrial Manage- 
ment Services, covered the Production Control 
angle. 

Lastly, Mr. J. D. Couston, Lecturer in 
Management at Sydney Technical College 
who discussed the subject from the point of 
view of the Engineer. 


The matters which were raised by the 
speakers would prove of great interest to the 
Institute members who were able to attend the 
series, whether those points are in the form 
of criticism or praise. 


In the interests of members who were not 
able to attend this series, arrangements had 
been made for a stenographer to take full 
notes of the evenings’ proceedings. It is then 
hoped that a Cost Bulletin will be issued 
during the next year in which full details can 
be published. 


Annual Dinner 


This outstanding event will take place on 
Tuesday, 8th December at the “Coronet” 
Restaurant in George Street, Sydney. An 
evening equally as enjoyable as that held 
last year is expected, and we are confident 
that a large number of members will again 
attend. 


VICTORIAN DIVISION 


As these notes go to press the Victorian 
Divisional Council is in the process of final- 
izing arrangements for a special lecture series 
to be conducted late in November. The 
Council is gravely concerned at the crisis 
which is facing Australia as a consequence 
of high and increasing costs. If these costs 
are not arrested or reduced, the consequences 
for the nation will undoubtedly be serious, 
as it will be generally impossible to compete 
with overseas production unless local manu- 
facturers are prepared to offset differences in 
wage and material levels by increasing their 
productive output. 

The lectures will be four in number. It is 
hoped to obtain the services of Mr. C. D. 
Kemp, Director of the Institute of Public 
Affairs, who will be followed by Professor 
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Wadham, of the University of Melbourne, who 
will discuss comparative costs of primary pro- 
duction in Australia and overseas. The Insti- 
tute is fortunate in securing speakers of this 
calibre. 

Public Speaking 

The Division is willing to conduct a further 
series of lectures on public speaking. Your 
Council believes that the cost accountant 
should be able to make a public address when 
called upon to do so. A previous series proved 
most instructive and for the small charge in- 
volved great benefit resulted. 

The classes are conducted on a contributory 
basis and are not expensive. Those who have 
not already submitted their names to the Re- 
gistrar are asked to do so at once. It may not 


be possible to commence the classes until 
early in the New Year. 


Examination Review 


In the past the examination papers have 
been reviewed by the Panel of Assistants to 
the Board of Examiners. This year Council 
is pleased to advise that this discussion has 
been placed in the capable hands of Mr. A. E, 
Speck, Principal of A. E. Speck and Asso- 
ciates, who will conduct the examination re- 
view on the 9th November at the Chamber of 
Manufactures, at 6.30 p.m. Model answers 
will be available and examination results will 
be issued. 

Personal 

Mr. D. F. Wood, A.C.A.A., has been ap- 
pointed Secretary of John Mcellwraith In- 
dustries Ltd. 





Students’ Section— MODEL ANSWERS 


Australian Society of Accountants Mercantile Law Examination 
(Syllabus F), May, 1953 


The answers to examination questions which appear in this section 


are not official. 


They have been prepared by members of the Australian 


Society of Accountants, but have not been reviewed by the Board of 


Examiners. 


Question 4—Intermediate—First Paper 


(a) S meets B, a business acquaintance, in 
the street and agrees verbally with B that 
he will sell him his (S’s) motor car for £400, 
payment and delivery to be made on the fol- 
lowing day. However, when B, on the fol- 
lowing day, tenders £400 to S and asks for the 
ear, S states that he will not sell, as he has 
received an offer from X for £450 for the 
ear. Explain B’s position. 

(b) N, a New Australian, who has not been 
naturalised, purchases on credit and obtains 
delivery of goods from § to the value of £20. 
He fails to pay for them. Explain whether 
S can enforce payment from N. 

(c) S induced B to buy his (S’s) teapot 
for £15 by telling B that it was made of 
silver. S honestly believed that it was made 
of silver, although actually it was only plated. 
Soon after the purchase B discovered that he 
had been misled. Explain B’s rights (if any) 
against S. - 

Answer— 

4. (a) The Sale of Goods Act provides that a 
contract for the sale of goods of the 
value of £10 or upwards is unenforce- 
able by action unless the buyer has 
accepted and received the goods, or has 
given an earnest or part payment, or 
there is a signed memorandum of the 
contract. 

_This is a sale to which these pro- 
visions apply, and as B has neither 


accepted or received the car, nor given 
an earnest or part payment, and has 
no memorandum of the contract signed 
by S, he cannot enforce the contract. 
In times of peace a resident alien has, 
subject to certain minor exceptions, the 
same capacity to contract as a British 
subject. The fact, therefore, that N is 
a New Australian provides him with no 
defence. 

Although this is a contract for the 
sale of goods above the value of £10, 
as N had accepted and received the 
goods, S may enforce payment against 

im. 

The effect of innocent misrepresen- 

tation is to make the contract voidable 

at the option of the injured party. 

However, in order that misrepresen- 

tation may be a ground for the recis- 

sion of a contract it must be shown— 

1. That the misrepresentation is one of 
fact and not law. 

2. That it was made by the other party 
to the contract, and 

3. That the contract was induced by 

the misrepresentation. i 

This contract was induced by S’s mis- 
representation, and B, therefore, is e2- 
titled to rescind the contract and claim 
the return of his £15. 


Question 8—Intermediate—First Paper __ 
P and Q carry on business in partnershi 
as tailors. Q retires from the partnership, 
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buying his (Q’s) share of the partnership 
(including the goodwill). There is no agree- 
ment restricting Q’s rights on the purchase 
of the goodwill. Advise Q as to:— 
(a) what notices he should give of his re- 
tirement, and 
(b) whether he can open up a tailor’s shop 
in the same district. 


Answer— 
8.(a) He should give the following notices 
of his retirement— 

1. Send a written notice to all those 
persons who have dealt with the 
firm, 

. Publish a notice in the Government 
Gazette (and in newspapers in 
certain States), and 

. If the business name is registered, 
give notice to the Registrar General 
(Registrar of Companies in some 
States). 

(b) The vendor of goodwill may carry on a 
similar business in competition with the 
purchaser, but he must not 
1. use the old name or represent him- 

self as continuing or succeeding to 
the former firm, 

2. canvass or solicit any customer of the 
former firm, although he may 
advertise his business. 


Question 3--Intermediate—Second Paper 

D draws an uncrossed cheque for £10, pay- 
able to “P or bearer.” D hands the cheque 
to P in settlement of a debt. The cheque is 
stolen by T, who cashes it with C, who acts 
bona fide. B endorses the cheque and gives 
it to X as a present. D stops payment of 
the cheque. 

Explain X’s rights (if any) on the cheque 
against D, P and C. 


Answer— 

3. The Bills of Exchange Act provides that 
a holder in due course holds the bill free 
from any defect of title of prior parties and 
may enforce payment against all parties 
liable on the bill. 

A holder in due course is a holder who 
has taken a bill, complete and regular on 
the face of it, under the following con- 
ditions— 

(a) that he became the holder of it be- 
fore it was overdue, and 

(b) that he took the bill in good faith and 
for value and that at the time the bill 
was negotiated to him he had no 
notice of any defect in the title of the 
person who negotiated it. 

C, therefore, was a holder in due course. 

The Act also provides that if a holder, 
who is not a holder in due course, derives 
his title to a bill through a holder in due 
sume, and is not himself a party to any 
meg affecting it, he has all the rights of 
mat holder in due course as regards prior 

es. 
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X, therefore, has the same rights as C 
had against the prior parties. He may, 
therefore, recover from D. He cannot, 
however, recover from P as P is not a 
party to the cheque, since he did not sign 
it 


There is no right of action against an im- 
mediate transferor unless value has been 
given. X, therefore, has no rights against C. 


Question 5—Intermediate—Second Paper 

(a) P engages A, an agent, to sell his motor 
car for not less than £300 cash. A introduces 
X, who is willing to purchase the car for 
£290 cash. P. refuses to sell for £290. 

Explain whether A can recover commission 
from P. 

(b) P hands his car to A, a mercantile 
agent, for sale. P revokes A’s authority to 
sell the car, but before P can get the car 
back from A, A sells the car to B. 

Explain P’s rights (if any) against B and 
A. 


Answer— 

5. (a) An agent is not entitled to his remune- 
ration unless he does exactly what the 
agreement requires of him. Here the 
agreement was that A should sell the 
car for not less than £300 cash. He 
has not done this and consequently he 
cannot recover the commission from P. 
The Mercantile Law Act provides that 
if a mercantile agent has possession of 
goods with the consent of the owner, 
any sale made in the ordinary course of 
business is binding on the owner, 
irrespective of whether or not the owner 
authorised it. This does not apply if 
the person to whom the goods were sold 
knew of the mercantile agent’s want of 
authority. 

This sale, therefore, is binding on P 
provided that it was made in the or- 
dinary course of business and that B 
was not aware that A’s authority to 
sell had been revoked. If the sale is 
binding on P he has no rights against 


However, one of the duties which an 
agent owes to his principal is to obey 
all lawful instructions. A has clearly 
committed a breach of this duty and P, 
therefore, can recover damages from A. 


Question 1—Final 

O leaves his suit with a dry cleaner to have 
it cleaned. He is given a receipt for the suit. 
On the back of the receipt is printed “We do 
not accept liability for damage done to any 
clothes.” O was unaware of this clause, as 
his attention was not directed to it and he 
did not look at the back of the receipt. His 
suit was damaged by the dry cleaner. 

Explain O’s rights (if any) against the 
dry cleaner. 


Answer— 


1. This is a contract of bailment, and there- 
fore the bailee (the dry cleaner) will be 
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liable for any damage caused through his 
negligence to the goods bailed, unless the 
contract exempts him from this liability. 


There is an exemption clause on the back 
of the ticket, but does this clause, in fact, 
from part of the contract? 


Where an offer consists of various terms 
care must be taken that the whole of the 
terms are brought to the notice of the 
other party. Whether sufficient notice of 
all the terms has been given is a question 
of fact to be decided in each case. 


However, it has been held that where a 
document is complete on the face of it, 
but has on the back matter not brought 
to the notice of the contracting party, such 
contracting party cannot be held to have 
assented to that which he had not seen. 


It follows, therefore, that as there was 
no reference on the face of the ticket to 
the exempting clause, such clause does not 
form part of the contract. 


O therefore, can recover damages from 
the dry cleaner unless the dry cleaner can 
show that the damage was not caused 
through negligence or unskilful work. 


she will collect the dress later in the day. 
Soon afterwards L enters the shop and is 
served by an assistant who does not know that 
the dress has been sold. The assistant sells 
the dress to L, who pays for it, and takes 
it away with her. 


Explain the relative positions of B and L. 


Answer— 


5. 


If a person who has sold goods remains in 
possession of the goods any sale by him 
to a buyer, who takes the goods in good 
faith without notice of the previous sale, 
will give a good title to such buyer. 


It follows that since S remained in pos- 
session of the dress L obtained a good 
title thereto. 


B cannot claim specific performance as 
by virtue of the provisions of the Act the 
sale to L is deemed to have been authorised 
by B. B, of course, is entitled to damages 
from S for breach of contract. 


Question 7—Final 


F finds a “not negotiable” cheque, drawn by 


D and made payable to “P or bearer,” which 
has been lost by P. F cashes the cheque with 
S, a shopkeeper, who acts in good faith. The 
cheque is not met on presentation as D, at 


Question 3—Final 
Question No. 3:— 
P. and Q, who are partners, buy land for 


P’s request, had stopped payment of it. 
Explain S’s rights (if any) against P, R and 


their partnership premises. 


The certificate of 


title to the land is put in their names as 
joint tenants. P dies, having left all his pro- 
perty to his wife, W. The firm does not owe 
any debts. 


Explain who will receive P’s share of the 


partnership land, Q or W 


Answer— 


3. 


The general rule relating to joint tenancy 
is that when a joint tenant dies his interest 
does not pass to his personal represent- 
atives but accrues to the surviving joint 
tenant or tenants. 


In the case of partnership property, how- 
ever, the rules of equity provide that the 
beneficial interest in such property is held 
by the partners as tenants in common, and, 
therefore, although the land at law de- 
volves on the surviving joint tenant he 
holds it in trust for the persons bene- 
ficially entitled to it. 


P’s share in the land, therefore, will be 
held by Q in trust for W. 


Question 5——Final 
Question No. 5:— 


B enters S’s frock shop and buys a dress 


for which she pays £20 cash. B states that 


Answer— 


7. 


The Bills of Exchange Act provides that 
where a person takes a crossed cheque 
which bears on it the words “not ne 
gotiable” he shall not have and shall not be 
capable of giving a better title to the cheque 
than that which the person from whom he 
took it had. 


As F had no title to the cheque as against 
the true owner S has no better title. P 
is the true owner of the cheque, and, there- 
fore, S has no rights against either P 
or D. 

Even if the cheque had not been 4 
“not negotiable” one S would have had 
no rights against P, since P, not having 
endorsed the cheque, is not a party thereto. 
against F: 

Presumably F has not endorsed the 
cheque and is not a party to it. The Bills 
of Exchange Act, however, provides that 4 
transferor by delivery who negotiates & 
bill thereby warrants to his immediate 
transferee, being a holder for value, that 
he has a right to transfer it. 

S, therefore, may sue F for breach of 
this warranty. 
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ROUND THE FIRESIDE. 


N A recent winter evening we had 

friends to dinner and afterwards 
gathered round the hearth. My chair is 
rather bulky; it has the appearance of 
suffering from elephantiasis. In front 
of it is a small square table, because I 
can read only with the aid of a heavy 
lens and with the book in a set position 
on the table. The table and chair occupy 
only one half of the hearth, but the 
measurement is by the one-horse-one- 
rabbit formula. 


As the party was getting settled a 
lady guest asked me how the Russians 
came to adopt the Greek Orthodox 
Church instead of her own, the Catholic 
Church. 


I was well launched on a monologue 
of only a few thousand words when 
there appeared to be a scuffling of 
chairs. In the gloom I could not see for 
certain and, naturally, angrily enquired 
as to the cause of the interruption. My 
wife replied that I was taking up too 
much of the fireplace; could I push my 
chair back and let her remove the 
table? 


“Of course,” I replied. “All you had 
to do was to ask me politely. The 
trouble with you English is that you 
are so rude. You are really nice people 
if only you would let the world know it. 
That is why you are in trouble from one 
end of Asia to the other. Even the South 
Koreans want to kick you out.” 

_My wife is English, and in my not 
limited experience the great trouble 
with English wives is that they will not 
accept a gentle rebuke with becoming 
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meekness. She retorted, “No, I suppose 
the Koreans would prefer a race of 
bare-bottomed savages like your own,” 
this, of course, being a sarcastic refer- 
ence to the kilt. 


This sort of thing has been going 
on for 32 years and but for the facts 
that I love my wife very dearly and 
that I am in want of ready money, I 
should take most violent umbrage and 
stay out to dinner one evening. 


The story I had to tell about the 
Russians is not without interest. The 
real story of Russia begins in 862 A.D. 
when the Slavs, threatened by Turkish 
nomads and internal dissension, called 
in the Swedes to their aid. The Finnish 
word for the Norsemen was Ruotsi, 
which became Russ or Russian. 

These Swedish warriors were also 
traders (mostly in slaves) but not 
farmers. They established themselves 
at the trading posts of Kiev and Novgo- 
rod and soon became masters of the 
country, the passive Slavs being well 
content to be called “Russ” after them. 
The Russ ruler of Kiev, Vladimir (980- 
1015), was the founder of Christianity 
in Russia. This amiable gentleman was 
a murderer and a monster generally. 
On the side he had 3,500 concubines 
which is “more than somewhat.” 


One day it occurred to this tyrant to 
investigate the world’s leading relig- 
ions. The Moslem got short shrift (an 
apt phrase, for it denotes the brief 
space allowed to a criminal to make his 
confession before execution) when he 
explained that his creed condemned 
strong drink. 








END PAGES — Continued 


Vladimir was horrified. “Why, booze 
is the joy of the Russes; they couldn’t 
live without it.” (In parenthesis the 
Arabic expression for “drunk” is 
“sacra bint din kalb,” i.e., to be drunk 
with the daughter of the dog’s religion. 
We, to the Moslems, are dogs; our faith 
is therefore the reiigion of the dogs. 
Wine is the daughter of the dog’s re- 
ligion because it is used at Communion. 
So far as I know the expression is still 
used without any conscious thought of 
giving offence.) 


The Jews fared no better with 
Viadimir, When their apologist ex- 
plained that they were God’s chosen 
people but that Jerusalem was in alien 
hands, Vladimir retorted, “If we 
adopted your religion we might have 
the same fate.” When the Catholic 
father said that “Whatsoever one eats 
or drinks is all to the glory of God,” he 
was dismissed with the reply, “Our 
fathers accepted no such principle.” 
Moreover Vladimir’s investigators were 
not impressed with the gloom of the 
Gothic churches of Northern Europe. 
“Then we went to the Germans and saw 
them performing many ceremonies in 
their temples; but we beheld no glory 
there.” 


But when they came to investigate 
the Church of the Byzantine Empire 
and saw the service at St. Sophia with 
all its magnificence, the solemn music, 
the swinging censers, the resplendent 
vestments and the ordered ritual, “we 
knew not whether we were in heaven or 
on earth.” 


So it came about that Vladimir 
ted the Greek Church. His first step 
to have Nerun, the most popular of # 
Slav idols, publicly thrashed. He com 
manded his subjects to be collectively 
baptised in the waters of the Dnieper 
He then began to make Kiev a city 
magnificent Byzantine churches. 
was, of course, duly canonised. I 
hope, on economic grounds, he also 
duced the number of the concubiz 
My authority for this version is Dy 
H. A. L. Fisher’s “History of Europe" 
I believe there is more to it than this 
story of simple faith. In the Catholi 
West the ecclesiastical was separate 
from secular power; in the Greek wor 
the church was a department of @ 
State and so it became in Russia, 
mir, I repeat, was a tyrant and wot 
never have submitted to any higher 
authority. When Constantinople fell 
the Eastern Empire was lost, the 
of Russia styled themselves the Caes 
of the new world Empire. The wor 
Caesar became Czar. é 
A little story to round off my firesig 
chat. It was the custom from anciéil 
times for the Czar on Easter mornili 
to inspect the Kremlin guard and @ 
say to each one of them, “Christ 
risen.” On one occasion an idiot Capt 
of the Guard placed a Mussulman #) 
one of the posts. “ 
When the Little Father said th 
words to him the Guard tactfully 8 
plied, “So they say.” I heard this stor 
when I was young and it has been® 
inspiration to me to rule my home 
tact, tolerance and kindness. The ® 
sponse has been somewhat disappoiie 
ing. 


i 
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